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Can you envision your tax software 
enhancing your bottom line? 
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YOU SHOULD 


Most business people probably wouldn't think to look to Busy work is eliminated. This allows you to draw evercloser 
their tax software to make them more profitable. But when __ to your vision of improving the bottom line. 


you're working with Lacerte Tax software, it's easy to see. It's time to get a higher RO! from your tax software dollars 


Lacerte allows you to work so efficiently, so intuitively, that | with the number one tax software. Lacerte. You'll look back 
your productivity is dramatically enhanced. Risk is minimized. and see that you made the right decision. That’s 20/20. 
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800-765-7777 THE FIRST NAME IN TAX SOFTWARE 


YEARS OF 
EXCELLENCE Or visit our Website at © 2005 Intuit Inc. All rights reserved. Intuit, the Intuit logo and Lacerte, among others, are registered 


trademarks and/or registered service marks of Intuit Inc. in the United States and other countries. Other parties’ 
www.lacertesoftware.com/eval _ trademarks or service marks are the property of their respective owners and should be treated as such. 





Two words: 
First Class 


One word: Becker 


For nearly 50 years, Becker has been 
helping CPA candidates excel on the exam. 
As always, preparation is comprehensive, 
technologically advanced, and focused on 
success. Recommend to candidates that they 


go first class: Prepare with Becker. 


© BECKER 


CPA REVIEW 


Prepare to Succeed 
beckerCPA.com * 877.CPA.EXAM 
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Os & Training 


Use Checkpoint 
FREE for 30 days. 


Visit 
ria.thomson.com 
or call 1.800.950.1216 








RIA’s Checkpoint has the largest choice of the most authoritative and 
up-to-date tax and accounting expert guidance and information you need. 
And what’s more — it’s delivered right to your desktop or wherever you can 
access the internet. 


For instance, only on Checkpoint can you find: 


¢ PPC Accounting & Auditing Guidance and Tools WEW 
¢ RIA Federal Tax Coordinator, 2d 

¢ BNA Daily Tax Reporter 

¢ AICPA, FASB, and PCAOB Materials 

¢ RIA Tax Return Guides 

¢ PPC Tax Compliance Deskbooks and Planning Libraries 
e Every Warren Gorham & Lamont (WG&L) treatise 


And 100’s of other titles to choose from, all linked to each other on one online 
platform to make it easy to quickly find the right answers you need from the 
sources you trust. 


Find out why RIA's Checkpoint is the primary tax research tool for over 
half of the Top 100 accounting firms. * 


“With a team of the most renowned authors and most up-to-date 
information sources in ‘your corner... 


the advantage 1s overwhelmingly yours.” 


* as of June 29, 2005 


| ©2005RIA RIA, WG&L and Checkpoint are trademarks used herein under license. Other names and trademarks or registered trademarks are property of their respective owners. CE1 
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3 3 Can Spam 
Douglas Havelka and Catherine S. Neal 


we Uninvited e-mails cost businesses 


nearly $9 billion a year. 


While you can’t 
eliminate them 
y entirely, here are ways to 
minimize them. For 


all CPAs. Sd 


3 Protect Retirement Assets 

Mark P. Altieri and Richard A. Naegele 
New bankruptcy legislation has clarified debtor and creditor 
rights. Here’s a review of the rules in federal bankruptcy 
proceedings, in state law 
garnishment and in 
attachment proceedings, 
where there is confusion. 
For CPA/financial 
planners who offer 
investment advice. <p 





Personal Financial Planning 


40 HOW TO PREVENT INVESTMENT 
ADVISER FRAUD 

Brian Carroll 

Under federal law investment advisers 
are fiduciaries and must disclose all 
potential conflicts of interest to 
clients. This article offers a practical 


‘ approach to complying with these 


regulations. For CPAs who offer 
investment advisory services. 


Compilations/Reviews 


51 NEW FRAUD GUIDANCE 

J. Russell Madray 

The latest guidance on accounting 
and review services does not change 
the objectives in compilation or 
review engagements. But it does 
require CPAs to report to 
management any evidence of fraud or 
consequential illegal acts. Here are the 
details on what you need to know. 
For CPAs who perform compilations 
or reviews. 








Financial Reporting 


59 THE MD&A CHALLENGE 

Donald H. Meiers 

Many companies are beginning the 
difficult task of drafting the MD&A 
disclosure to accompany their 2006 
annual report. They do so at a time 
when the SEC is increasingly critical 
of these disclosures. For CPAs 
involved in drafting or reviewing their 
company’s MD&A. @ 


Accounting 


69 CONVERGENCE: 

IN SEARCH OF THE BEST 

Don Herrmann and Ian PN. Hague 
The FASB-IASB agreement to 
collaborate on converging American 
and international accounting standards 
is affecting the nature of U.S. GAAP. 
Here’s a look at how the two interact. 
For CPAs in public practice and in 
industry. 





Technology Q&A 


Stanley Zarowin 

82 Move, copy, delete multiple files... 
Automatically open applications... 
Quickly delete spam files. ..Display 
underlying Excel formulas. ..Stamp 
date and time on documents. ..Excel 
shortcuts. 


News Digest 


19 Auditing...Financial Literacy... 
Government Accounting... 
International. ..Practice 
Management...FYT. 





The Internet 


29 Smart stops on the Web. 


(continued on page 4) 


2 a eS eee 
® Journal of Accountancy (ISSN 0021-8448), January 2006. Published monthly by the American Institute of Certified Public Accountants, Inc. Volume 201, Number 1. 

Subscription rates: United States, $69 a year; outside U.S., $86 a year; single copy, $12. Publication, editorial and business office: Harborside Financial Center, 201 
Plaza Three, Jersey City, N.J. 07311-3881. Editorial: (201) 938-3292, e-mail: joaed@aicpa.org; Advertising: (201) 938-3767; Circulation: (888) 777-7077. Periodicals 


postage paid at Jersey City, NJ., and at additional mailing offices. Change of address notices and orders for subscriptions are to be sent to Harborside Financial Center, 201 Plaza Three, Jersey 
City, NJ. 07311-3881. Subscribers ordering an address change must give four weeks’ notice and both new and old address, including ZIP code number. Copyright © 2006 American Institute 
of Certified Public Accountants, Inc. Member of BPA International. Postmaster: Please send address changes to the Journal of Accountancy, Fulfillment Manager, Harborside Financial Center, 
201 Plaza Three, Jersey City, NJ. 07311-3881. Canada Publication Agreement number 40020939. Printed in the U.S.A, The contents of the Journal of Accountancy, P.O. publication identifica- 
tion no. ISSN 0021-8448, are indexed in the Accounting & Tax Database, distributed by Bell & Howell Information & Learning, in print subscription and online through DIALOG (file 485). 
Opinions expressed in the Journal of Accountancy are those of editors or contributors. They may differ from policies of the American Institute of CPAs and its committees. 


January 2006 


JOURNAL of ACCOUNTANCY 





3 





















At a Glance: Charts and Graphics 


19 Time waits for no job. 
20 Wishful thinking. 

20 Write it right. 

23 What employers want. 
75 Take the money and run. 
75 401(k) as a given. 

77 Tax pros in demand. 


77 Most returns, but fewest audits. 


Letters 


11 Different standards for nonpublic 
companies? 


11 SOX and nonissuing organizations. 
12 Taxing LTC premium refunds. 

12 A Social Security solution. 

13 CBT too easy? Think again. 


Top Line 


14 News, people, trends and other 
noteworthy items. 


Checklist 


30 Tune up your clients’ benefit 
programs. 


Tax Matters 







75 Tax Case: Can trusts deduct 
adviser fees? 


77 Tax Case: Reasonable shareholder- 
employee compensation. 








From the Tax Adviser 


80 IRS to outsource debt collection. 





Inside AICPA 








88 AICPA Governmental Audit 
Quality Center flourishes. 


88 Farber earns top tax honors. 


88 Winning women. 


eta ES 








4 JOURNAL of ACCOUNTANCY 


89 AICPA holds conference to help 


women professionals succeed. 
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CPE DIRECT: 
Major Benefits for JofA Readers 
Now there’s another good reason for 
keeping up with the JofA. Members 
of the AICPA can earn up to 24 con- 
tinuing education credits per year by 
reading selected JofA articles, complet- 
ing four quarterly study guides and 
passing four quarterly examinations. 
An annual subscription is $169 for 
AICPA members or $211.25 for non- 
members. For more information or 
to order, call 888-777-7077 or log 
onto www.cpa2biz.com. 
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_ Efficiency to the n” degree. 


Save Time, Effort, and 
Thousands of Dollars a Year! 


Managing volumes of paper files is a huge chore no matter how you approach it. And 
the more you have, the more it costs — to copy, fax, mail, store, and just deal with it. 
With FileCabinet CS, you'll lose the paper and gain greater organization, convenience, 
file security, and incredible efficiencies in all your work. 


With FileCabinet CS, you can instantly store, access, email, and back-up any 
Windows?-based file or scanned document. It keeps all your documents organized the 
way you want — instantly accessible and secure. The leading document management 
system designed specifically for accounting professionals, FileCabinet CS is part of the 
CS Professional Suite, and is guaranteed to save you time, money, and effort with every 
service you perform. FileCabinet CS. Subtract paper and add exponential savings! 
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UU Me CT Tbe 
RESOURCE GUIDE 


Do you need to speak to 
anyone at the JofA about: 


ADVERTISING 

Rates or display ads. Direct sales 
201-938-3767 

Classified ads. Russell Johns 
Associates, Inc. 800-237-9851; 
joa@rja-ads.com 

Media kits; mailings; editorial 
calendars. Direct sales 201- 
938-3129 


CHANGE OF ADDRESS 

Member’s change of address; 
problems. Membership 888- 
777-1077 

Nonmember’s change of 
address; problems. Customer 
service 888-777-7077 


PUBLISHED ARTICLES AND 

REPRINTS 

Permission to reprint Journal 
of Accountancy articles. 
Contact Copyright Clearance 
Center Customer Service at 
978-750-8400 or www. 
copyright.com. 

Commercial reprints (orders of 
500 or more). Contact Diana 
Sholl at Reprint Management 
Services 717-399-1900, ext. 
162 

Photocopies of old articles; 
article research (for mem- 
bers only). University of 
Mississippi 1-866-806-2133 


NEW ARTICLES 

How to submit articles. Sarah 
Cobb 201-938-3290 

Reprints of articles for 
authors. Sarah Cobb 201-938- 
3290 

Requests for authors’ guide- 
lines. Sarah Cobb 201-938- 
3290 

Status of submitted manu- 
scripts. Sarah Cobb 201-938- 
3290 

Technology—articles. Stanley 
Zarowin zarowin@mindspring. 
com (The JofA does not provide 
recommendations on software 
or hardware.) 

News stories. Robert Tie 201- 
938-3412 


ORDERS 

For AICPA publications 
referred to in the JofA. 
General order line 888-777- 
7077 


SUBSCRIPTIONS 

To order subscriptions to 
AICPA products. General 
order line 888-777-7077 





a Wolters Kluwer business 


We are proud to announce that 
CCH Tax and Accounting is now 
CCH, a Wolters Kluwer business. 


Our new brand identity brings together 
the distinguished track recor 
expertise and technology focus of 
CCH with the growing Wolters Kluwer 
global information solutions brand to 
create a powerful force in the tax and 
accounting industry. We have also 
adopted a dynamic new logo that 
symbolizes our customer focus, 
direction, and dedication to leveraging 
the latest technologies to deliver 
innovative, best-of-breed, integrated 
solutions that are founded on 
customer workflows. 


CCH has been the trusted market leader 
serving tax and accounting professionals 
for nearly a century. With Wolters 
luwer’s resources, investment and 
support, we continue to advance from a 
position of long-standing strength to 
provide the information and solutions 
professionals need to increase 
productivity and build their practice. 


To learn more about CCH, visit 
Tax.CCHGroup.com or call 
1-888-CCH-REPS (1-888-224-7377). 
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Fraud... 


Can Audit Committees 
Really Make A Difference? 


January 31, 2006 
The Princeton Club 
New York, NY 


THIS ONE-DAY EVENT 
WILL SPOTLIGHT: 


e The Audit Committee’s 
responsibilities under SOX 


e |nternal controls and how 
they alone cannot prevent 
management fraud 


e How to deter management 
override of an otherwise effective 
internal controls system 


e Procedures to use once the 
Audit Committee detects 
management override 


© The insights of Luncheon Speaker 
Nancy Temple, former Arthur 
Andersen in-house counsel 


WHO SHOULD ATTEND? 


Audit Committee members, Internal 
Audit personnel, General Counsel 
and Boards of Directors 


www.cpa2biz.com/conferences 
888.777.7077 
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Highlights 


IRS SEEKS COMMENTS ON DRAFT GUIDANCE 

The service proposed regulations under which U.S.-based manufacturers may 
claim a deduction from gross income for a percentage of qualified domestic pro- 
duction activities subject to certain limits (www.irs.gov/pub/irs-regs/10584705. 
pdf). The deduction is specifically designed to be economically equivalent to a 
3% reduction in the corporate tax rate when fully effective in 2010. Comments 


are due January 3. 


DOL STEPS UP PENSION AUDIT QUALITY ENFORCEMENT 

The U.S. Department of Labor’s (DOL) Employee Benefits Security Adminis- 
tration (EBSA) is intensifying its monitoring of the quality of audits of employee 
benefit plans subject to ERISA. Over the next few years, DOL will review more 
than 500 selected audits. Plan sponsors can be penalized as much as $50,000 per 
annual report filing for which an auditor’s report is missing or deficient. The 
AICPA Employee Benefit Plan Audit Quality Center (www.aicpa.org/ebpaqe or 
e-mail ebpaqc@aicpa.org) has prepared a question-and-answer document that 
explains the DOL initiative and offers plan sponsors suggestions on how to ob- 
tain quality audits. Information on the enforcement program also is available 
from Michael E. Auerbach, chief, Division of Accounting Services, EBSA (202- 
693-8363; auerbach.michael@dol.gov). 


AICPA ADDRESSES LEASE ACCOUNTING 

The Institute’s accounting standards staff released a set of questions and answers 
on accounting for operating leases (www.aicpa.org/members/div/acctstd/general/ 
recent_tpas.asp). The guidance focuses on issues that made it necessary for all 
nongovernmental entities, including public and private companies and not-for- 
profit organizations, to restate their financial results in 2005. These include de- 
termining the term of a lease for accounting purposes, which can differ from 
that stated; the rent expense and revenue in an operating lease; amortization and 
depreciation of leasehold improvements; and landlord incentive allowances. 


NEW RULES FOCUS ON BANK EXAMINERS 

The Federal Reserve System, the Federal Deposit Insurance Corp., the Office of 
the Comptroller of the Currency and the Office of Thrift Supervision issued fi- 
nal rules that impose special postemployment restrictions on federal agency and 
Federal Reserve Bank senior examiners assigned to examine depository institu- 
tions or their holding companies (www.occ.treas.gov/ftp/release/2005-113a.pdf). 
The rules, which became effective December 17, 2005, prohibit examiners from 
accepting compensation from the institutions they inspected for two or more of 
their last twelve months on the job. 


FASAC RELEASES ANNUAL SURVEY RESULTS 

The Financial Accounting Standards Advisory Council (FASAC) announced the 
results of its 2005 annual survey, which asked council and FASB members to 
rank current board projects according to their priority (www.fasb.org/fasac/ 
results2005.pdf). Respondents identified revenue recognition as the topic most 
worthy of FASB’s attention for the fourth consecutive year; issues related to fair 
value, lease accounting and stock compensation arrangements also ranked high. 
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Comprehensive. Trusted. And Now Partners. CCH and BNA. 


For years, CCH customers have used our award-winning tax research tools and BNA content side-by-side. Now, because of our new 


strategic partnership, BNA news and research materials can be quickly accessed from the convenience of CCH” Tax Research NetWork” 


The rich, comprehensive analysis of BNA Tax Management Portfolios covering domestic and international tax issues are now just a few 
mouse clicks away. Professionals looking for in-depth coverage on a particular topic can easily access BNA news and research content right 
from the Tax Research NetWork user interface. There’s no need to log off one to get to the other — it’s a seamless partnership that offers 


new efficiencies and increased productivity. 


Partner with CCH and BNA today. Call 1-888-CCH-REPS (1-888-224-7377) CCH 


or visit Tax.CCHGroup.com for more information. a Wolters Kluwer business 
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Clients grapple with the complex administration and management of payroll, retirement plans, 
unemployment claims and other human resource functions. Working through our Paychex Partner 
Program you can meet your clients’ needs efficiently and risk-free with discounted pricing and a 
satisfaction guarantee. 


Enrolling in the program gives you more access into clients’ data so you can foresee problems and 
make recommendations before they become unmanageable. Plus, the control you maintain over 
your own client relationships makes the Paychex Partner Program the right solution for you. 
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Call us toll free at 877.264.2615 or visit www.cpa2biz.com/payroll to find out more about the 
Paychex Partner Program from AICPA Business Solutions — and the exclusive offers your clients 
can only get through you. 
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Different Standards for Nonpublic 
Companies? 

Many members of the AICPA believe 
FASB-promulgated GAAP should not 
be applicable to nonpublic business en- 
tities (NBEs). The AICPA’s council 
now is asking FASB “to identify and 
implement a process that would evalu- 
ate, where appropriate, potential 
changes to recognition, measurement 
and disclosure differences from current 
GAAP as applied to public companies 
[that then would apply to NBEs].” (See 
page 1 of The CPA Letter, July 2005, 
www.aicpa.org/pubs/cpaltr/index.htm.) 

I infer that the thrust of that request 
is for FASB to take current GAAP, 
pare it down and reduce it to fit 
NBEs. That approach will not work. 
There will be no way to determine or 
justify a reduced FASB-promulgated 
GAAP as being appropriate for NBEs 
but not for public companies. What 
would FASB do—cut out or modify 
FASB accounting or disclosure for 
leases, pensions, income taxes or con- 
solidation, to name but a few? Where 
would FASB stop cutting or modify- 
ing? Would FASB add something that 
is not part of GAAP generally but 
would be applicable only to NBEs? 

I suggest a different approach. The 
AICPA should ask FASB to allow two 
sets of GAAP for NBEs: (1) FASB 
GAAP as it is today and as it may be in 
the future or (2) fair value accounting 
for NBEs’ assets and liabilities. Most 
NBEs are owned by individuals. Indi- 
viduals prepare their financial state- 
ments on the basis of fair value 
pursuant to AICPA Statement of Posi- 
tion 82-1, Accounting and Financial Re- 
porting for Personal Financial Statements. 
So it is a small step, and a logical one, 
to have NBEs prepare their financial 
statements on the basis of fair value. 

FASB soon will issue a standard on 
“fair value measurements.” It would be 
easy for it to specify that NBEs use 
that standard if they wish to prepare 


Letters 


their financial state- 
ments on the basis of 
fair value. 

The AICPA then 
would have to deal with 
auditing and reporting 
on the fair value finan- 
cial statements of NBEs. 
CPAs are qualified and 
competent to audit and 
opine on that which 
can be determined as a 
matter of fact by refer- 
ence to objective evi- — 
dence such as cash balances and 
balances of receivables and payables. But 
they are not qualified or competent to 
express opinions on the fair value 
amounts of noncash assets and liabilities, 
which can be determined only judg- 
mentally and subjectively—for example, 
the fair value of land and buildings. 
NBEs would have to engage indepen- 
dent, third-party valuation experts to 
opine on the fair value amounts of non- 
cash assets and liabilities. The reports of 
both the CPA and the valuation ex- 
pert then would need to be included 
in the financial reports of the NBEs. 

I think commercial bankers, who 
are the primary users of the financial 
reports of NBEs, would be very 
pleased to receive the reports with asset 
and liability amounts at fair values. For 
the first time, they would be receiving 
relevant, decision-useful information. 

Walter P Schuetze, CPA 
Boerne, ‘Texas 





SOX and Nonissuing Organizations 
“Stay Out of Trouble” (JofA, Aug.05, 
page 67), highlighted an important 
issue regarding the confusion over 
auditing standards for nonissuing or- 
ganizations. Certainly, some of this 
confusion stems from the underlying 
intentions of Sarbanes-Oxley. 

The act, hastily issued in response 
to the lack of accountability and trans- 





parency in the financial 
reporting process, 
aimed to draw focus to 
management and audi- 
tors. To that end, it has 
been effective. Post- 
legislation, there has 
been greater attention 
paid to the actions of 
accountants and man- 
agement, imposing ad- 
ditional responsibility 
on them to do the 
right thing. Yet, Sar- 
banes-Oxley’s efficiency 1n attracting 
attention has inadvertently pushed 
other preexisting rules and standards 
out of the spotlight. This is especially 
true in nonissuing organizations, 
where standards were indistinct to be- 
gin with. Perhaps due to the sweeping 
scandals and spectacular failures upon 
which it arose, Sarbanes-Oxley and its 
creation, the PCAOB, have become 
widely known across all types of orga- 
nizations. Ironically, nonissuing orga- 
nizations now know more about 
PCAOB standards than they do about 
their own set of guidelines. 

As the article asserts, it is important 
for auditors and their clients to know 
about the various sets of standards in 
existence. I would add only that in or- 
der to mitigate the confusion over the 
applicability of standards, it is just as 
important to become familiar with the 
standard-setting bodies. For instance, 
the more recently formed PCAOB has 
assumed rule-making responsibility 
from the AICPA’s Auditing Standards 
Board over public companies only. 
Organizations should be mindful of 
the three standard-making bodies in 
the United States, whose jurisdictions 
are as follows: 

w Public Company Accounting Over- 
sight Board (PCAOB) 

e Publicly traded companies. 

m AICPA’s Auditing Standards Board 
(ASB) 


(continued on page 12) 
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e Privately held companies. 

e Not-for-profit organizations. 
mg U.S. Government Accountability 
Office 

e Federal, state and local govern- 
ments. 

e Not-for-profit organizations re- 

ceiving federal funding. 
Through clarifying the lines of responsi- 
bility for these standard-making bodies, 
it is hoped entities such as nonissuing 
organizations can become enlightened 
in their steps toward compliance. 

In related news, the recently 
formed U.S. Auditing Standards Co- 
ordinating Forum, composed of repre- 
sentatives from the PCAOB, ASB and 
GAO, also seeks to reduce confusion 
over varying auditing standards. It is 
hoped this forum will be able to pre- 
serve the importance of ASB and 
GAO auditing standards for the appro- 
priate organizations, while fostering 
the output of the PCAOB. 

Gordon Ng 
Staten Island, N.Y. 


Taxing LTC Premium Refunds 

“LTC Insurance for Owners and Ex- 
ecutives” (JofA, Mar.05, page 53) 
speaks about the advantages of using a 
-C-corporation as a funding vehicle for 
long-term-care insurance. The article 
is quite useful. Howev- 
er, one issue needs to 
be clarified. 

ihe article utalks 
about the “return or re- 
fund of premium” rider 
that many LTC insur- 
ance policies offer. It 
states: “When the poli- 
cy contains a ‘refund of 
premium’ feature, the 
insured’s beneficiary can 
receive all premiums 
paid into the policy.as a 
tax-free benefit at the death of the in- 
sured (IRC section 7702B(b)(2)(c)). 
This can be especially attractive for 
stockholder/employees as the premi- 
ums were originally deductible, fully 
or partially, by the company.’ 
Clarification is needed because 

how the premium refund is character- 
ized makes a big difference. 
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IRC section 7702B(b)(2)(C) is part 
of a list of requirements an LTC insur- 
ance contract must meet to be classi- 
fied “qualified” under HIPAA. It says 
any “premium refunds and dividends 
paid under the contract are to be ap- 
plied as a reduction in future premi- 
ums or to increase future benefits.” 
Clear enough. 

The next paragraph talks about ex- 
ceptions to this rule for a refund made 
on the death of the insured or upon a 
complete surrender or cancellation of 
the contract that cannot exceed the ag- 
gregate premiums paid. No decrease in 
premiums or increase in future benefits 
is possible as a contract no longer exists. 

The last part of the section says: 
“Any refund given upon cancellation or 
complete surrender of the policy will 
be includable in income to the extent 
that any deduction or exclusion was al- 
lowable with respect to the premiums.” 

The bottom line is that if a return of 
premium is activated at the death of the 
insured, the refund may be subject to 
income tax. At times there is a desire to 
characterize these refunds as being the 
same as life insurance, but they aren't. 

The open discussion of business tax 
issues surrounding LTC insurance is a 
valuable endeavor, as this is a relatively 
new subject on most professionals’ 
radar screens. The limited pay option 

(10 pay) just happens to 
be one of the best ideas 
in the marketplace to- 
day, but may not be 
available forever. The 
more clarity and defin- 
ition that is brought 
forward benefits all. 
Professionals with a 
_ fiduciary responsibility 
to their clients would 
be well served to in- 
crease their client value 
propositions by dis- 
cussing “insured LTC plans” and 
“limited pay options” while the op- 
portunity still presents itself. 
Jeff Reilly, LUTCF 
East Longmeadow, Mass. 





Author’s reply: Unfortunately, an arti- 
cle is not a textbook and, therefore, 
cannot address every possible detail, 
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provision and interpretation in the 
limited space allotted. Fortunately, 
there are many sources of useful infor- 
mation about long-term care and 
long-term-care insurance available to 
CPAs and others, so a practitioner 
who wants to immerse himself in 
greater detail can do so. 
Paul Devore; CLU,; CFP 
Encino, Calif. 


A Social Security Solution 

“Promises to Keep” (JofA, Jul.05, page 
41) did an excellent job of comparing 
the seven social security reform bills to 
current law. I’m glad it reminded 
CPAs “it’s time to get involved” to 
“help the public understand the plans 
before us and perhaps help shape even 
better ones.” With those comments in 
mind, I submit the following thoughts 
on the topic based on my research: 

There is a plethora of proposals by 
politicians and academicians regarding 
ways to fix Social Security, including 
the seven plans discussed in the article. 
The majority of these proposals, how- 
ever, are not citizen-friendly ways to 
solve the problem. ; 

Although politicians would never 
admit it, the real reason for the Social 
Security problem is that the U.S. gov- 
ernment robs Social Security to pay 
for wasteful pork-barrel and sinkhole 
social programs. 

My research reveals the Social Secu- 
rity Trust Fund currently holds $1.6 tril- 
hon of nonnegotiable U.S. government 
bonds. If these payroll taxes had been 
invested in commercial mutual bond 
and/or stock funds, the $2.3 trillion 
needed in the future to fully fund Social 
Security benefits would be available. 

The personal accounts proposal is a 
smoke-and-mirrors sham and will not 
solve the Social Security problem. 
Since many Americans have limited 
knowledge of how to invest their con- 
tributions in personal accounts, this 
proposal could increase the poverty rate 
for elderly Americans in future years. 

The long-term survival of Social 
Security will require legislation allow- 
ing the Social Security Trust Fund to 
invest the $1.6 trillion and future pay- 


roll taxes in commercial mutual funds. 





BBE t 


The income cap on payroll taxes 
should be increased to 90% of all in- 
come earned, including the ludicrous 
incomes earned by overpaid executives. 

Hope springs eternal! 
Grover L. Porter, CPA, PhD 
Hendersonville, Tenn. 
















































CBT Too Easy? Think Again 

The concerns about how easy the new 
CPA exam is, expressed in the letter 
“CBA tooEasy?. (JofA; Sept.05, 
page 12), are valid but unnecessary. I 
took the last paper and pencil exam in 
November 2003. The exam was very 
difficult, and I was able to get credit 
on only two parts. I finished the other 
two parts now computer-based in 
2004 and became a CPA in 2005. 

Having experienced both versions 
of the exam, I can tell you the CBT 
format is much more rigorous. Time 
pressures have increased, content has 
expanded and simulations have been 
added. You see an increase in passing 
rates because people now have time to 
focus on one part at a time. However, 
the trick is having the endurance and 
focus to pass the entire exam during 
an 18-month window. Not many 
people have the stamina required to 
study for the test that way. The result 
is that candidates with less capability 
are weeded out. The bottom line 1s 
that if the exam was easier you would 
not see the drop in candidates that fol- 
lowed its implementation. 

The new CPA exam, as all previ- 
ous versions, is challenging and serves 
well to protect the public and the 
profession. 





Jose M. Jimenez, CPA 
Horseheads, N.Y. 
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"READY TO SELL? 


When the time is right to 
move on with your life, 
Accounting Practice Sales, 
America’s #1 marketer 
of tax and accounting 
practices, can deliver the 
right buyer, at the right 
price. You decide and we 
do the rest. Call today and 
let’s talk. 


Toll-Free 1-800-397-0249 
Buyers: See our listings at 
accountingpracticesales. com 
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SIGN OF THE TIMES 
To the Rescue - 


Houston home, CPA Richard Forrest was approached by a 

friend who wasn’t so lucky; he had lost touch with his 80- 
year-old parents as Hurricane Katrina battered the city. So like any 
good neighbor, Forrest fueled up his Robinson R-44 helicopter and 
set off to find them. 

“The place was a ghost town,” Forrest told the JofA, “but we 
found the street, loaded them up, left several cases of water in a nearby 
playground for other survivors and flew out.” 

Back home, though, Forrest just didn’t feel right sitting around and 
letting the R-44 go to waste. So he climbed back into the helicopter 
and took off for the floodplains again. 

“T can’t really say how many trips I made over the next few days,” 
Forrest said. “My last day I was there with the New Mexico National 
Guard and officers and SWAT teams from all over the country. I went 
with EquaSearch—the group that looked for the Holloway girl in 
Aruba—to do house-to-house searches.” 

His last night in New Orleans, Forrest was chatting on an Internet 
blog site with some locals who had declined to evacuate and now 
found themselves with no potable water. He told them about the 
cases he had left nearby, and they hurried to retrieve them—one last 
little miracle before he flew home to his day job at Gainer, Donnelly 
& Desroches LLP. 


A s family members from New Orleans settled safely into his 


—Cheryl Rosen 
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NEWS, PEOPLE, TRENDS AND OTHER NOTEWORTHY ITEMS 





NUMEROLOGY 
Given Their Druthers 


When asked what they would do if money 
was no object and they had young children, 


53% of executives said they would 

0 continue to work, but at a 

reduced load. 

39% said they would devote themselves 
O full-time to the family, opting to 


become stay-at-home parents. 


9% said they’d continue working 
0 full-time. 


Note: Figures don’t add to 100% due to 
rounding. 


Source: TheLadders, www.theladders.com. 





AS QUOTED 
44Your most unhappy customers 
are your greatest source ‘open: 


learning. ” 


—Bill Gates, in his hook Sale 
Business @ The ‘Speed of Thewtuh pe. 





TOP 10 
Golf Courses 


Golf Digest picks the country’s best 
links. 


Pine Valley 
ie Valley, N.J. 


| Augusta Natloniet 


SURVEY SAVVY 
Crowding on 
Millionaires Row 


he number of U.S. house- 

holds with more than $1 million 
in net worth (excluding the primary resi- 
dence) has increased for the third consecu- 
tive year. Surprisingly the rise was fueled 
neither by real estate investments nor stock 
market growth but, instead, by the house- 
holders’ long-term accumulation of wealth. 

There were 8.9 millionaires in 2005, up 
9% from 2004 (8.2 million) and up 43% 
from 2003 (6.2 million). 


Source: TNS Financial Services, www.tns-global.com. 


ON THE RECORD 


Patricia McConnell, CPA, senior managing 
director, Bear Stearns & Co., New York, 
speaking at the AICPA Business & Industry 
Financial Executive Forum, October 27, 2005. 


Key Issues in 
Global Reporting 


44 Section 404 of Sarbanes-Oxley really 

has no teeth itself. The bite, if a company 

is noncompliant, is the market reaction 

caused by the disclosure of noncompliance. 

In my view the markets have acted very generously to companies that were 
noncompliant, basically taking a ‘give them time’ attitude. It remains to be 
seen how patient investors will be. 99 


44 Of all of the provisions in the Sarbanes-Oxley Act, section 404 is the 
one with the highest likelihood of making real and lasting improvements 
to earnings quality. Good internal controls are by far the best safeguard 
against the kind of earnings manipulation we saw at Enron, WorldCom 
and others. However, even section 404 compliant controls are not 100% 
scoundrel proof. If management is without integrity, they will find a way 
to beat any system. 99 


fo fo af 

441 am very enthusiastic and optimistic about international convergence. I 
believe that it is well within reach.... For the capital markets to function with 
high efficiency and provide companies with capital at the lowest cost, not 
only must there be one set of high-quality transparent global financial report- 
ing standards, but management, auditors and regulators must see to it that 
these standards are interpreted and applied consistently and with integrity in 
all jurisdictions. 97 


tor 


NUMEROLOGY 
Taking Stock of Options 


FASB 123(R) is causing companies to move away from 
stock options. 


Companies not 
under FASB ce 


Companies under 
FASB 123(R) 


83% 


Incentives 
offered 


Stock options 
Performance awards 
Stock appreciation rights 


Source: Survey of the 250 largest companies, Frederic W. Cook & Company Inc., New York, 
www.fwcook.com, 2005. 
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HOME FRONT 
Remodeling Sanity Tips 


Redoing your home can be exciting, but it also takes careful planning. Here’s 
some advice to keep you on track. 

Organize. Keep copies of all contracts, change orders, invoices, receipts and 
permits in a three-ring binder or expandable file folder, so all your important 
documents and good ideas are in one safe place. 

Play designer. Since you live in your house day after day, you'll often have bet- 
ter ideas than the pros. Get out a pencil, make 50 copies of your current floor 
plan and sketch out all the 
alternatives. 

Don’t get too wild and crazy. 
Stick with a traditional size 
and shape for your home— 
to increase its resale value 
and hold down the cost of 
your remodeling. 

Be a do-it-yourselfer. Have 
contractors itemize their 
quotes so you can deter- 
mine which phases of the 
project you can handle 
yourself and which ones you need someone else to take care of. Consider do- 
ing the demolition and finish work yourself. 





CORBIS 


Source: Adapted from Remodel or Move? Make the Right Decision by Dan Fritschen, ABCD Publishing LLC, 2005. 


ON THE RECORD TOP TEN 


Are They _ 
Trustworthy? 


To find a contractor you feel 
comfortable using, you can 

®@ Ask for referrals from friends and 
neighbors. 

@ Ask people who have done work 
for you in the past, such as your 
plumber or landscaper, to 
recommend someone. 
@ Ask your township or city building 
department for a list of preferred 
contractors. 

®@ Try online referral services such 
as www.servicemagic.com and 
www.improvenet.com. f 

& inquire at home improvement 
stores, especially ones that cater to 
contractors. 

l@ Check the Better Business 
Bureau for complaints on specific 
contractors. 


Source: Adapted from Remodel or Move? Make the Right 
Decision by Dan Fritschen, ABCD Publishing LLC, 2005. 





On the difficulty of developing Leaders on Tap 


international standards: 


The most important factors in growing and retaining 
44 We are under enormous pressure from all leaders over the next 10 years will be 


sides. I rarely address an audience that isn’t at 
least 50% hostile. Whatever we do, half the 


1, A formal leadership development strategy. 


world wants it and half the world hates it. 99 2. The support of top management. 


—Tom Jones, vice-chairman, International Accounting 


CS 


leaders. 





Association, Sept. 2005. 
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3. A formal succession planning process. 


Standards Board 4. Recognizing that leaders must develop other 


5. A big enough budget. 


6, Measuring the effectiveness of leadership 
development programs. 


7, Providing developmental job assignments. 
§, Internal training. 
GQ, Policies that encourage leadership development. 


10, Formal appraisal of managers for their 
development of future leaders. 


Source: “Leading into the Future: A Global Study of Leadership,” American Management 
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GOLDEN BUSINESS IDEAS 


Don’t Let Them Walk 


After a company has invested in training them, many em- 
ployees leave for better-paying jobs. In some respects, em- 
ployers create the problem when they place more 
emphasis on hiring candidates based on their skills rather 
than on their history of loyalty. A history of frequent job= 
switching is likely to be a pattern for the future. 

Don’t be lulled into thinking that talented workers will 
stay Just because of a pay increase, reasonable opportuni- 
ties for advancement and a good work environment. All a 
competitor has to do 1s raise the 
stakes and many employees will 
quickly switch loyalties. 

What does it take to devel- 
op real loyalty in employees? 
Make them feel more like 
owners by letting them share in 
the profits. It’s important y 
to give employees a 
sense that oe 
they re 
sharing in 
their con- 
tributions to 
the business. 






Improve Computer Training 


Many prepackaged computer training programs fail to dis- 
criminate between what trainees already know and what 
they need to learn. Following are guidelines for making 
such technology training useful: 

mw Ask trainees whether they would rather attend group 
classes, have one-on-one sessions or do self-training with 
audio tapes or manuals. Most people have a sense of what 
method of learning works best for them. 

= If employees prefer group training, don’t put them all 
in one large class. Instead, contract for customized train- 
ing for smaller groups. The ex- 
tra cost is worth it. 

mw Avoid multiday or even 

daylong training sessions; 
trainees can absorb just 
so much. Consider early 
morning sessions for 
minimal work-schedule 
disruption. 

m Recruit employees 
who grasp the technolo- 
gy quickly to help coach 
the others. 






—Stanley Zarowin 






NUMEROLOGY 


Stop Identity Theft 
in Three Steps 


yo credit card bill arrives 

in the mail and you spot 
what might be a fraudulent 
charge—an item purchased in 
a place you've never been or 
something you know you 
didn’t buy. How do you cor- 

_ rect the error? 
STEP 1. Call the credit card company immediately to 
inform them of the fraud. (You should have photo- 
copies of your credit cards and contact numbers 
stored in a safe place for just this kind of emergency.) 
The creditor should reverse the charge and lock your 
account. Be sure to write down the dates, times and 
names of anyone you speak to. 
STEP 2. Contact the credit reporting agencies to re- 
port the crime and ask them to place a 90-day fraud 
alert on your credit report. You need to contact only 
one of the three agencies—TransUnion (www.trans 
union.com), Equifax (www.equifax.com) or Experian 
(www.experian.com)—to have an alert put on all three 
reports. The alert will notify creditors that you may 
be a credit fraud victim and warn them to verify your 
identity before opening any new accounts. Fraud res- 
olution experts at each agency can help you check 
your credit data for other signs of identity theft. 
STEP 3. Go to the Federal Trade Commission Web 
site (www.fte.gov) and file an ID theft affidavit. You 
can use this worksheet to report fraud to creditors. If 
the matter escalates beyond credit card fraud, you also 
should file a police report with local law enforcement 
authorities. 


Source: TrueCredit, a provider of consumer credit management services, 
www.truecredit.com. 


BOOKMARKS 


The Ultimate Accountants’ Reference: Including GAAPR IRS & 
SEC Regulations, Leases, and More 





By Steven M. Bragg 

774 pages; hardcover 

John Wiley; Hoboken, NJ. 
2004 





I” this one-volume desk 
reference, CPAs can find 
concise answers to important 
issues that arise during a typical 
business day. 
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@ The AICPA governing council au- 
thorized the Institute’s board of direc- 
tors to work with the public company 
auditing profession and others to im- 
plement a new approach to better ad- 
dress public policy issues affecting the 
public interest for U.S. audit firms reg- 
istered with the PCAOB. The Insti- 
tute will implement a framework for 
the project in the spring. 


@ The AICPA Accounting and Re- 
view Services Committee asked mem- 
bers, their clients and other users of 
compiled financial statements to com- 
plete a survey of their views on the 
need for independence when per- 
forming compilation engagements 
(www.aicpa.org/members/div/auditstd/ 
index.htm). 

Among other questions, the survey 
asks—since a compilation does not ex- 
press any assurance—whether a practi- 
tioner should be independent when 
performing compilation services and, 
when independence has been im- 
paired, whether the practitioner 
should be allowed to describe the im- 
pairment’s cause. Responses are due 
May 19, 2006, at which time the 
committee will decide whether to un- 
dertake a project to amend current in- 
dependence requirements. 


i 


@ The AICPA 360 Degrees of Finan- 
cial Literacy program has provided ad- 
ditional resources to help CPAs and 
state societies educate the public on fi- 
nancial matters related to couples and 
marriage, home ownership, life crises 
and retirement. 

Eight previously issued resource kits 
addressed general financial literacy and 
life stages including career, childhood, 
college, military service, parenthood, 
small business and simultaneously car- 














The biggest stumbling blocks to 
people fulfilling their basic job 
responsibilities are: 


Other: 17% 


Caregiver 
responsibilities: 
7% 

Not clearly 
understanding 
what is expected of 
them: 8% 


Not having the 
proper tools/ 
resources: 15% 


Source: Online poll of employees from 1,500 client companies, LifeCare Inc., 








ing for children and parents. All are 
available as free downloads from the 
CPA Financial Literacy Resource 
Center (www.aicpa.org/financialliteracy 
/\ife_cycle_resources.asp). 


M@ The Federal Accounting Standards 
Advisory Board issued an exposure 
draft (ED), Consolidated Financial Re- 
port of the United States Government 
Requirements: Implementing Statement 
of Federal Financial Accounting Concepts 
4, Intended Audience and Qualita- 
tive Characteristics for the Consoli- 
dated Financial Report of the United 
States Government (www.fasab.gov/ 
pdffiles /consolfinancialreport.pdf). The 
proposed standard would identify 
ways preparers could condense volu- 
minous CFR information into more 
easily understood summary disclo- 
sures in keeping with the provisions 
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Lack of adequate 
time: 22% 


Personal 
conflicts: 16% 


Not being rewarded 
appropriately: 15% 


CHART: KELLEY GRAPHICS 


Westport, Conn., www.lifecare.com, 2004 


of SFFAC 4. Comments are due 
March 1, 2006. 





@ The Governmental Accounting 
Standards Board (GASB) released the 
2005 update to its Comprehensive Imple- 
mentation Guide, which consolidates 
related publications issued through 
June 30, 2005, and updates questions 
and answers pertaining to GASB 





For single-click access to fur- 
ther coverage of the news stories 
listed here, visit the Journal of Ac- 
countancy Web site at www.aicpa. 
org/pubs/jofa/joahome.htm. 


For news from the AICPA and 
state societies, visit www.cpa2biz. 
com, which also offers online CPE, 
AICPA professional literature, 
practice management aids and 


links to state society Web sites. be 
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Statement nos. 3, 9, 10, 14, 25, 26, 
27, 31, 34 (and related statements) 
and 40. It also discusses the effects 
of statements through no. 46 and 
can be ordered at http://shop. 
store.yahoo.com/gasbpubs/gsig05. 
html. 


AU 


@ The International Federation 
of Accountants (IFAC) issued an 
invitation to comment on a pro- 
posed revision of its constitution 
(http://ifac.org/downloads/ifac_ 
constitution_draft.pdf). If approved, 
the proposal also would create by- 
laws and a policies and procedures 
manual. Comments are due 


February 1, 2006. 





@ IFAC’s International Auditing 
and Assurance Standards Board 
([AASB) issued five EDs in a 
new style whose conventions it 
will use to improve clarity when 
it drafts international standards on 
auditing (ISAs) and other subjects 
(www.ifac.org/Guidance/EXD-Details. 
php?EDID=0051). Four of the EDs are 
redrafts of previously issued Standard 
nos. 240, The Auditor’s Responsibility 
to Consider Fraud in an Audit of Finan- 
cial Statements; 300, Planning an Audit 


Wishful Thinking 
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of Financial Statements; 315, Under- 
standing the Entity and Its Environment 
and Assessing the Risks of Material 
Misstatement and 330, The Auditor’s 
Procedures in Response to Assessed 
Risks. The fifth is Proposed Amend- 
ments to the Preface to the Interna- 
tional Standards on Quality Control, 
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CHART: KELLEY GRAPHICS 


Auditing, Assurance and Related 
Services. Comments are due Feb- 
ruary 28, 2006. 

Meanwhile, the [AASB de- 
ferred the effective date of recent- 
ly amended requirements to ISAs 
200, Objective and General Princi- 
ples Governing an Audit of Financial 
Statements, and 210, Terms of Audit 
Engagements (www.ifac.org/News/ 
LastestReleases.tmpl?NID=113112 
1263723240), which relate to the 
auditor’s consideration of whether 
the financial reporting frame- 
work that is applied in preparing 
the financial statements would 
be acceptable. 


@ The International Accounting 
Standards Board ([ASB) published 
a discussion paper, “Management 
Commentary,” that assesses the 
role the board could play in im- 
proving the quality of such obser- 
vations accompanying the 
financial statements in companies’ 
annual reports (www.iasb.org). Com- 
ments are due April 28, 2006. 


PRACTICE MANAGEMENT 


B® An AICPA Private Companies 
Practice Section white paper, “Best 
Practices in Recruiting and Retaining 
Talented Staff,’ shows smaller firms 
how to attract and keep valuable em- 
ployees (http://peps.aicpa.org/resources 
/staffing/recruiting+and+retention). In a 
recent Institute survey of 500 firms, 
few had programs to help achieve 
these goals—though some firms, 
PCPS said, have more appeal than 
they think. 

“Smaller practices can offer staff ac- 
countants a congenial atmosphere, ex- 
tensive exposure to clients and flexible 
work hours,” said James C. Metzler, 
AICPA vice-president for small firm 
interests. “These are powerful selling 
points to play up in the employment 
marketplace.” 


FYI 





@ Taxpayers can request automatic 
six-month tax-filing extensions for 
the most common individual and 
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Hire and keep the best with the 2006 Salary Guide. Request your FREE 


Whether you're looking to fill key positions or retain existing 2006 Salary Guide 
talent, strategic management is crucial. That's why you need now! 

the FREE 2006 Salary Guide. This essential and unbiased 

booklet features: 800.474.4253 
roberthalf.com 


800.803.8367 


accountemps.com 


™ The latest salary ranges for accounting and finance positions 
@ In-depth regional salary analysis 
® The hiring outlook 


® Top skills in demand . 


It's the kind of objective information you can’t afford to be without! | A @ PA 


Accountemps and Robert Half Finance & Accounting are the leaders in specialized ELITE VALUES PARTNER 
financial and accounting staffing for temporary and full-time placement. 


© Robert Half International Inc. EOE 0805-1006b 
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business returns, under new regula- 
tions from the Treasury Department 
and IRS (www.irs.gov/newsroom/ 
article/0,,id=150456,00.html). The ser- 
vice also issued guidance on how 
large corporations and tax-exempt or- 
ganizations can seek waivers from 
electronic filing requirements (www. 
irs.gov/newsroom/article/0,,id=150695, 
00.html) and introduced a Web-based 
tool to help private foundations com- 
ply with tax rules and requirements 
throughout their life cycles (www.irs. 
gov/charities/charitable/article/0,,id= 
127912,00.html). 


























@ The SEC designated Scott Taub, 
CPA, deputy chief accountant for ac- 
counting, as its acting chief accountant 
following the resignation of Donald T. 
Nicolaisen, CPA. Meanwhile, the 
deputy chief accountant for auditing, 
CPA Andrew D. Bailey Jr., resigned. 
His successor had not yet been identi- 
fied as the JofA went to press. 


@ The PCAOB announced new ap- 
pointments and reappointments to its 
standing advisory group for two-year 


What Employers Want 


Prospective employers said the most important qualities 
they look for are 


Interview Checklist 


wv Communication skills 

uf Honesty and integrity 

v Relating and working well w! 
wf Strong work ethic 

vf Teamwork skills 


wv Analytical skills 
vf Motivation and initiative 
wv Flexibility and sina 


uw Detail- -oriented 
uf Leadership 
wv Organizational skills 


ith others peeet: " 


NEWS DIGEST 


terms beginning this month (www. 
pcaobus.org/standards/standing__ 
advisory_group). The group of approxi- 
mately 30 individuals advises the board 
on the establishment of auditing and 
related professional practice standards. 
In addition, six organizations have ob- 
server status and speaking rights: 
FASB, the GAO, the International 
Auditing and Assurance Standards 
Board, the SEC, the Department of 
Labor and the AICPA Auditing Stan- 
dards Board. 


@ The AICPA and the United King- 
dom’s Chartered Institute of Manage- 
ment Accountants will collaborate 
on developing business management, 
management accounting and finan- 
cial management products and ser- 
vices, and thereby increase the 
Institute’s related offerings to its 
members in business and industry 
(www. aicpa.org/download/news/2005 
/2005_1027_AICPA_Joins_Forces.pdf). 
The alliance comes in response to 
CFOs’ increasingly prominent role 
in directing their organizations’ busi- 
ness practices. a 
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"accountants will allow yot CUS | 
_ers to migrate easily to Peachtree : 


by Sage and Sage MAS 90. Access 


0 other market-leading products | 


etails call 866.903.0004 or visit 
ccountantsnetwork.com/help 


’ Your business in mind. 


2006 Sage Software, Inc. All rights reserved. Sage 
Software, the Sage Software logo and Sage Software 
product and service names mentioned herein are 
registered trademarks or trademarks of Sage Software, 
Inc, or its affiliated entities. 
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_ Corporate Governance causing Audit Con 
to sever audit and tax services _ 


Declare your independence. 


UHY partners offer more than 30 years of expertise 
working with some of the country’s largest public 
and private companies. We bring a spirit of 
cooperation to our clients and other accounting 
firms with whom we share external audit, internal 
audit or tax responsibilities. 


It’s what we call The Next Level of Service. 


UAUE 
Certified Public Accountants 


uhy-us.com © 148 Affiliate Offices Worldwide 





AIGPA 


Best Sellers 


What CPAs 
are Buying Now 


Accounting Trends & Techniques, 
59th Edition 

No. 009897, 2005 Paperback 

$119.00 member/$148.75 nonmember 


Governmental Accounting and 
Reporting: Putting It All Together 
No. 732800 

Recommended CPE credit: 12 

Level: Intermediate Format: Text 
$135.00 member/$168.75 nonmember 


AICPA’s Tax Update for Controllers, 
2005-2006 

No. 732507 

Recommended CPE credit: 16 

Level: Update Format: Text 
$155.00 member/$193.75 nonmember 


Employee Benefit Plans Strategic 
Briefing, 2005-2006 

No. 780043hs 

Recommended CPE credit: 4 

Level: Intermediate Format: CD-ROM 
$79.00 member/$79.00 nonmember 


The Accountant’s Business Manual 
No. 029418, 2 vol. Loose-Leaf + CD-ROM 
$160.00 member/$200.00 nonmember 


AICPA’s Federal Tax Update, 2005-2006 
By Andy Biebl and Robert Ranweiler 

No. 731134 

Recommended CPE credit: 16 

Level: Update Format: Text 

$145.00 member/$181.25 nonmember 


2005 Corporate Tax Returns Videocourse 
No. 112616 (DVD/Text/Manual); 

112617 (VHS/Text/Manual) 

Recommended CPE credit: 20 

Level: Update 

DVD, $209.00 member/$261.20 nonmember 
VHS, $239.00 member/$296.75 nonmember 


Compilation and Review Audit Risk 
Alert, 2005/2006 

No. 022306, 2005 Paperback 

$30.00 member/$37.50 nonmember 


Order online at www.cpa2biz.com 
Or call toll-free (888) 777-7077 





Get online updates every day at WWW.Cpa2biz.com 


New Resources 


CPE Self-Study... 

The AMT for Individuals: Strategies to Escape Its Reach 

Presenter Sidney Kess leads a team of expert panelists in reviewing ways 
practitioners can advise clients on tax planning strategies to escape the AMT. This 
new edition videocourse is ideal for on-site staff training or individual self-study. 


No. 181463 (100-min. DVD/Manual); No. 181462 (100-min. VHS/Manual) 
Recommended CPE credit: 12 Level: Basic 

Prerequisite: None 

DVD/Manual, $160.00 member/$200.00 nonmember 

VHS/Manual, $175.00 member/$218.75 nonmember 

Additional low-cost Manuals available for on-site staff training. Save even more 
with volume discounts. 


Publications... 


U.S. Tax Aspects of Doing Business Abroad, Sixth Edition 

The new edition of this best-selling guide provides practical information for 
understanding the intricate federal income tax laws for foreign business and 
investment. It has been updated with important changes brought about by the 
American Jobs Creation Act of 2004. 


No. 061072, 2005 Paperback 
$75.00 member/$93.75 nonmember 


Upcoming AICPA Conferences 
Please visit www.cpa2biz.com/conferences to plan out your CPE! 


Fraud...Can Audit Committees Really Make A Difference? 
1/31/2006 © New York, NY 


AICPA Spring Controllers Workshop 
3/23/2006 — 3/24/2006 ¢ Lake Buena Vista, FL 


AICPA Tax Strategies for the High-Income Individual 
5/8/2006 — 5/9/2006 ¢ Las Vegas, NV 


For more information on conferences, visit www.cpa2biz.com/conferences 


Upcoming AICPA Webcasts 


Stay plugged in to what’s happening and earn CPE credit right from your desktop. 
Hear the latest topics from the profession’s leading experts. 


CFO Quarterly Roundtable Series 2006 — 1st Quarter 
2/22/06 © 1-3 pm ET ¢ Recommended CPE: 2 credits 


SEC Quarterly Update Series 2006 — 1st Quarter 
3/15/06 ¢ 1-3 pm ET ¢ Recommended CPE: 2 credits 


CFO Quarterly Roundtable Series 2006 — 2nd Quarter 
5/17/06 ¢ 1-3 pm ET ¢ Recommended CPE: 2 credits 


For more information on webcasts, visit www.cpa2biz.com/webcasts 





SPECIAL ADVERTISING SECTION from WWW.CPA2BIZ.COM 


AICPA 


AICPA Member Benefits 


AICPA} 


ELITE VALUES PARTNER 


The AICPA Elite Values Program 
enables you to get great savings 
every day on the things you buy 
every day. That’s why it’s one of 
the most invaluable benefits of 
your AICPA membership. Start 
taking advantage of these great 
offers today. 


Log onto: www.cpa2biz.com/affinity 


Online Products 


AICPA RESOURCE: 
A&A Literature 
Get access AIcPR' RESOURCE 


anytime, ACCOUNTING & AUDITING LITERATURE 
anywhere — to the AICPA’s and 

FASB’s latest accounting and 

auditing guidance at 
www.cpaz2biz.com/AlCPAresource 





AICPA InfoBytes 
The leading online 
CPE learning 
library gives you 
unlimited access 
to hundreds of 1-2 
Credit CPE courses. 


AICPA E-Map 
A collection of practice 3" ~ 


management guidance ¢-MAP»> 
and tools, complete —anagementofan 
with customizable forms 

and spreadsheets. 


Free Newsletters 


Register at www.cpa2biz.com 
to start receiving our weekly 
CPA Insider e-newsletter. 


SPECIAL ADVERTISING SECTION from WWW.CPA2BIZ.COM 





Get online updates every day at www.cpa2biz.com 


NEW & NOTEWORTHY 


Have Questions about New Circ. 230? 
Katrina Aftermath? 

Social Security Changes? 

The AICPA’s Accountant's Business Manual has it covered, and more. 


The Accountant's Business Manual (ABM) covers important new 
developments that will affect your clients or your company in the coming 
months, and gives you advice and guidance on many topics. Some of 

the new information and guidance you'll find in the updated edition of the 
ABM are: 


A new requirement affects IRS practice and procedure — Circular 230 
rules, which govern practice before the IRS. Tax advisors will be brought 
up to date on compliance, best practices and exceptions for adequate 
disclosures with regard to covered opinions. The ABM includes samples of 
Circular 230 disclaimers currently used by practitioners and a new tool 

for “Covered Opinions.” 


There are also entirely new chapters for Federal Individual Tax Notes 
and Federal Corporate Tax Notes. CPAs will find pertinent cases and 
rulings that challenge clients and practitioners every year, including, for 
example, S corporation developments, depreciation and amortization rules, 
accounting method changes, compensation, retirement planning and fringe 
benefit issues. In the wake of the devastation brought on by this year’s 
extreme hurricane season, both these chapters devote extensive coverage 
to tax relief related to hurricane Katrina. 


Accountants and advisors also need the details on key business and tax 
provisions enacted in the Bankruptcy Abuse Prevention and Consumer 
Protection Act of 2005. The updated edition covers the technical aspects 
of the many changes to the longstanding bankruptcy law. There’s also a 
new tool, “Federal Bankruptcy Exemptions.” 


The ABM also contains a section on the deduction for Qualified 
Production Activities Income (QPAI). QPAI is an alternative method of 
encouraging exports by providing partial relief for the double tax often 
faced by exporters. You'll also get a handy new tool, “How to Calculate the 
Deduction for QPAI.” 


Changes in Social Security regulations are addressed with details on 
newly released 2006 figures and an expanded discussion concerning the 
Medicare Prescription Drug Benefits (Part D). This could be especially 
important guidance for low-income individuals. 


Get updated, practical worksheets, forms and sample agreements for 

the chapters on Corporations, Bankruptcy/Insolvency, Human Resources, 
Business and Succession Planning, and IRS Practice and Procedure in the 
2005-2006 ABM tool kit. 


You'll find all this and a lot more information and guidance in the 2-volume 
Accountant's Business Manual. 





Presenting 
the perfect 
solution for your 
“shoebox” clients. 


(And it’s absolutely FREE.) 





QuickBooks: Simple Start. 


It’ll make life easier for your clients. It’ll make tax time easier for you. 


Shoebox clients. Spreadsheet clients. Pen & Paper clients. QuickBooks: Simple Start will help all of them organize 
their financial records. It’s so easy to set up and use, eo won’t even need a manual. In less than 15 minutes 
after installing it, they can be using it. 

Simple Start makes working with your clients easier, too. You'll spend less time tracking down missing information 
and entering client data. And have more time to provide better service to your clients. 

Plus, Simple Start is built on the same system as our other QuickBooks products. So exchanging data is a snap. 
As your clients’ businesses grow, they can easily move up to a more robust version of QuickBooks without hewn 
to learn a new program from scratch. 

Right now, you can introduce your clients to Simple Start for FREE. Just send for FREE copies of QuickBooks: 
Simple Start Special Edition. This special version is fully featured, but limits clients to a combined maximum 

of twenty customers or vendors. Just visit accountant.intuit.com/special to order 
as many QuickBooks: Simple Start Special Edition CDs as you need. 


Request FREE Simple 
Start Special Edition 


OTT fo ds fa 0 CDs for all your 


“Shoebox” clients! 





Good for your clients. Good for you, too. 


©2006 Intuit Inc. All rights reserved. Intuit, the Intuit logo and QuickBooks are registered trademarks and/or registered service marks of Intuit Inc. in the United 
States and other countries. All other marks are the property of their respective owners, should be treated as such, and may be registered in various jurisdictions. 





Much larger. By tapping into the market value of their life insurance policies, policyowners can achieve sizable gains 
in the value of their portfolios. With groundbreaking transactions like life settlements and SWAPP™ (Settlement 
with a Paid-up Policy), Coventry First provides clients with powerful new estate planning strategies. The result is greater 


financial flexibility. Better performing portfolios. And a dramatically different view of what life insurance can do. 


COVENTRY 


Sas 


Redefining Insurance? 


This is big. 


coventry first.com 877-836-8300 
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A Joint Venture 

www.airacira.org 

Here CPAs and financial advisers can 
get current and archive issues of the 
e-newsletter AIRA Journal with stories 
including “Liquidations: Finding Value, 
Creating a Success” as well as bank- 
ruptcy and tax cases for free. Visitors 
also can buy a copy of 2005 Bankruptcy 
Revisions: Implications for Businesses and 
Financial Advisors, published jointly by 
the AICPA and the Association of In- 
solvency and Restructuring Advisors. 


Get in the Know 
www.invest-faq.com 

Investment advisers and personal finan- 
cial planners looking for advice and 
analysis on bonds, CDs and derivatives 
can find it here in articles about retire- 
ment plans and stock options. Other 
categories have information on educa- 
tion savings plans, insurance, mutual 
funds and tax strategies. The links 
section offers charts, quotes and news 
for U.S. markets as well as historical 
stock data. 


Daily Dose of Data 
www.investorguide.com 

Find commentary, market news, snap- 
shots and the stock of the day at this 
e-stop. Register for any of four 
e-newsletters to get current or archive 
editions with daily or weekly stock 
market updates. Brush up on industry 





SMART STOPS ON THE WEB 


vocabulary with the term of the day, 
courtesy of www.investorwords.com, and 
check out Wit and Wisdom to find 
quotes by giants including J.P. Morgan, 
who said, “I owe the public nothing.” 


Know the Deal 


’www.mystockoptions.com 


Interested in how to avoid common 
stock option mistakes or information 
on restricted stock for estate, financial 
and retirement planning? Register at 
this Smart Stop for free articles, a global 
tax guide and a glossary of investment 
terms. Test yourself with quizzes on 
insider trading, restricted stock and tax, 
tap into newsletter archives or Ask the 
Experts. Members can use calculators 
to figure out restricted stock and SAR 
take-home amounts after taxes, 

for example. 


Savings for Seniors 
www.retirement-income.net 
Looking for new clients? Helpful Links 
at this Web stop offers financial advisers 
marketing strategies and how-tos on 
selling seniors your services. Visitors 
can find advice on the four pitfalls of 
investing during retirement and charts 
on portfolio success rates. There’s also 
information on estate planning, mutual 
funds and reducing taxes. Get a free 
subscription to the Senior Finances 
newsletter and the Retiree Financial 
Guide, or send your clients to the Re- 
tirement Income Planning Basics sec- 
tion for the scoop on Social Security 
and the risks of investing. 


eM eS) 


Tips, Tools & Trends 
www.nextgenaccountant.com 

This Robert Half Web site offers CPAs 
looking to the future A New Outlook 
On a Timeless Profession and research 
summaries on competencies for a 
changing business climate. Users can 
find industry statistics on the impact of 
new compliance regulations and the 
most sought-after skills and specialties. 
Charts and Graphs gives CFO opinions 
on increased corporate governance and 


recommendations for accounting new- 
comers, who also can find tips on in- 
terviewing, networking and writing 
cover letters and résumés. 


Success Strategies 
www.mannersthatsell.com 

Come to business etiquette trainer 
Lydia Ramsey’s Web stop to take the 
workplace manners e-quiz and sign up 
for a free monthly newsletter. Find 
keynotes and seminars on how to make 
a good first impression and read articles 
on working with the disabled. Avoid 
playing the fool at office parties by lis- 
tening to tips at a link on the home 
page to NPR’s Motley Fool radio 
show. Learn how to add the “polish 
that builds profits” and “mind your 
global manners,” as well as 12 e-mail 
mistakes that are surefire career killers. 


Insights & Opinions 
www.smartpros.com 

Accountants interested in ethics and 
compliance issues will find articles on 
whether the SEC is prepared to deal 


- with fraud and the latest news on en- 


forcement and litigation proceedings. 
Other categories include financial plan- 
ning, HR and technology, with links to 
related news and opinion polls where 
you can voice your views on whether 
you could blow the whistle and 
whether your business is prepared for a 
financial scandal. 


Resources for Tax Time 
www.yearendcentral.adp.com 

CPAs and office managers doing pay- 
roll can make this tax season easier with 
this ADP-sponsored Web site. Find all 
state and federal tax forms, a guide to 
penalty and interest rates and federal 
tax calculations. Read case studies in 
the State Unemployment Insurance 
section on employer liability and use a 
claim cost calculator and glossary. Go 
to the Tax Compliance & Financial 
Services Toolbox to find STAT central 
with 2004, 2005 and 2006 payroll 
calendars, reporting forms and the 
Payroll & Tax Monitor, which high- 
lights and reports on new and changing 
state tax rules. 
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Tune Up Your Clients’ 
Benefit Programs 


Even the best-oiled machines need a little energy boost : 
sometimes. If your clients are large companies, review the — 
pitfalls that could jeopardize the tax-favored status of their 


employee benefit plans. 
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Source: Pamela D. Perdue, JD, Qualified Pension and Profit Sharing Plans, Warren, Gorham & Lamont, 2005/2006. 
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Misplaced your 
Bank closed. paper check. 





Lose a turn. Go back 2 
spaces. 











Jedge ar 
iowledge 


Forgot to 
include coupon. 


Go back tostart. 


PLAY AROUND 
IT COMES TO 
NG TAXES? 


Penalty for late 
payment. 


_ Goback3 
_ Spaces. 














Making federal tax payments isn’t a game, but it’s fast and easy when 


you pay with EFTPS. It’s accessible 24 hours a day, 365 days a Zo 

year. And with instant confirmation and enhanced security features, SIM p ry 
you can rest assured your clients’ payments have been received. EFTPS 

Fast, easy and safe. Everybody wins with EFTPS. Visit simplifyeftps.org 

for more information and tell your clients about EFTPS. simplifyeftps.org 














Remember the days when companies were actually happy to see 
you and went to great lengths to keep you a satisfied customer? 


Those days are alive and well at Taxware. We may have grown 
substantially over the past 25 years - we now serve thousands 


of companies worldwide. Yet we still recognize the value of 


each and every one of our customers. In fact, we get consistently 
high marks for customer service. 


Taxware goes to extraordinary lengths to provide customers 
with the most technologically advanced transaction tax software, 
with content provided by our Tax & Government Affairs 
organization, a group of world-class tax attorneys & researchers. 


We have a dedicated Fnterprise Solutions Group whose sole 
responsibility is to marry Taxware solutions with our customers’ 
ERP systems. 


Taxware 


Copyright ® 2006 Taxware, LP. All rights reserved. Taxware is a First Data Company. 


We have a skilled training department that ensures that customers 
are deriving the maximum business benefit from our products, 
both from a tax and technology point of view. 


We provide each customer with a dedicated Customer Account 
Representative whom they can call at any time. And we 
hold an annual user meeting, the Taxware Summit. where we 
not only present useful information and guest speakers, but 
also listen to our customers so that we are always fully aware 
of their requirements. 


At Taxware, it’s not just about selling. It never has been. It’s 


about building and maintaining customer relationships. 


If you'd like to learn more about Taxware and perhaps become 
a customer yourself, visit us on the web at www.taxware.com. 
Call us at 877-TAXWARE. Or sign up for one of our free 
informational webinars. 


Taxware, LP > 877-TAXWARE » www.taxware.com i by eee 
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TECHNOLOGY 


Techniques to filter out unwanted e-mail. 
Can Spam 


Bee D OUMGISAS HAVE LOA AND CATHERTENE<S.° NEAL 


or some, spam is like ants at a picnic: uninvited, ubiquitous and annoy- 

ing. For many others, whose uninvited e-mails flood their computer 
mailbox, it’s an expensive headache. Try as you might, technology can’t en- 
tirely eliminate spam. But stay with us and we’ll share with you the best and 





easiest ways to filter most of it out 
of your mail. 

How serious is 
spam? The Postini 
Resource Center says 

y 10 out of 12 e-mails are 
spam and The Wall 
Street Journal esti- 
mates it costs busi- 
ness $8.9 billion a 
year for the soft- 
ware and labor to sepa- 
rate it from regular mail. But the Direct Marketing Association says 
there’s a positive side to unsolicited e-mail. In a recent 12-month 
period, 45.8 million Americans (9% of all mail users) made a pur- 
chase in response to an e-mail ad, yielding $7.1 billion in sales. 

Efforts to outlaw spam have failed mostly because it’s hard to de- 
fine. Microsoft says spam is “unsolicited commercial e-mail sent to 
advertise a product or a service,’ but merchants contend that most 
advertising—through the mail, magazines, radio or television—is un- 
solicited. Federal Trade Commissioner Orson Swindle has adapted 
the oft-used definition of pornography: “It’s anything I don’t like.” 

The technical name for spam is unwanted commercial e-mail. Using 
the name spam for junk e-mail comes from a Monty Python skit in 

which a song containing the word was repeated many times. 









REDUCE THE CLUTTER 
Although you can’t totally beat the spammers, here are some defen- 
sive steps you can take to reduce the clutter: 

STEP 1: Never reply to spam. This includes clicking any link from 
sources you don’t recognize inviting you to unsubscribe. 

STEP 2: Use “plus-addressing.”’ You can obtain several addresses, 
each with a slight change, from any of several free e-mail services, 


Glossary of Spam 
Terminology 


Black list: A list of domain names or IP ad- 
dresses that are known to be spam senders. 
Challenge/Response: A method used to validate 
that the sender of an e-mail is a legitimate 
source. For e-mails with unknown sender ad- 
dresses, reply messages that contain some type 
of simple test to validate the sender are gener- 
ated. Original senders then must respond in a 
positive manner to the challenge. 

False negative: Messages that were delivered to 
the user, but should have been stopped by the 
filtering software. 

False positive: Messages that are intercepted, 
but should have been allowed to pass into the 
mailbox. 

HTML filtering: A filtering technique that re- 
views codes embedded in your e-mail to iden- 
tify potential spam. 

Spambot: Software that scans the Internet for 
e-mail addresses by looking for the standard @ 
symbol and format of e-mail addresses. 
Spidering: The process of harvesting e-mail ad- 
dresses from Web sites, chat rooms and other 
Web-based areas. 

White list: A set of domain names or IP ad- 
dresses that are known to be legitimate and 
trusted e-mail senders. 
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Products That Fight Spam 


@ Brightmail Antispam 6.0 (www.symantec.com). Price 
based on the number of licenses; designed for 
businesses, governments and other organizations. 
Updates and maintenance are automatic, but do 
require a link with Brightmail. 

@ Commtouch Anti-Spam Enterprise Solution 4.1 
(www.commtouch.com). Price starts at $2,000/ year, 
depending on number of users; designed for busi- 
nesses of all sizes. The software is connected with a 
real-time Commtouch database over the Web. 
Maintenance is minimal because the software is ful- 
ly automated. 

@ MailWasher Pro (www.firetrust.com). Costs $37, 
free trial version available; primarily for personal 
use. It can block unwanted messages before they are 
downloaded. It separates e-mails into three cate- 
gories: probably spam, possibly spam and probably 
legitimate, and can be set to download, delete or 
report spam. It does not come “pre-trained,” so 
there is an adjustment period. 

i McAfee’s SpamKiller (www.meafee.com). $39.95, for 
business or personal use. It works by filtering in- 


coming mails using predefined rules and datasets. It 


runs behind the scenes of any e-mail software using 


POP3, MSN/Hotmail or MAPI protocols, but — 


does not currently support Yahoo, AOL or any 
other Web-based e-mail. The software has pre-set 
filters and custom filters; users can set up “friend’s 


lists” so e-mails from those they know are not fil-. 


tered. It can filter e-mails according to sender, sub- 
ject line, heading, origin and/or body text. It is 
supported and updated by releases for new known 
spammers. Upon boot-up, it automatically searches 
for updates. : 

@ Norton AntiSpam 2005 (www.symantec.com). 
$39.95, for business or personal use. It must be in- 
stalled on each PC. It can be easily customized, au- 
tomatically synchronizes with Outlook, and features 


live updates. Its custom filters are tricky to use but 


effective. It does slow down Outlook, however. 

@ OnlyMyEmail Personal (www.onlymyemail.com). 
$3/month, 30-day trial, available in both personal 
and corporate versions. Installation from the Web 
site takes about a minute and there’s no mainte- 
nance. The software redirects e-mail through the 
OnlyMyEmail’s server, where it is filtered and 
viruses are blocked. ° 

@ SpamAssassin (www.spamassassin.apache.org). 
Free. This product works on many different e-mail 
systems and on both PCs and servers. It requires 
frequent update installations and must be trained by 
the user. 
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including www.hotmail.com, www.juno.com and www.yahoo.com. 
So in addition to rjones@sbc.net, you can use rjones1@ 
sbc.net or rrones2@sbc.net. When registering online for con- 
tent or services, use one of the plus-addresses—and keep your 
regular address private. 

STEP 3: Use the spam filters provided by your e-mail soft- 
ware—Outlook, Eudora and Thunderbird, as well as antivirus 
software and firewalls. Or check whether your e-mail Internet 
service provider (ISP) is using spam-filtering techniques. If 
not, consider switching. 

STEP 4: Consider not using the preview pane in your e- 
mail package. When you open a message in which that fea- 
ture, showing the first few lines of each e-mail, is activated, 
it reports back to the spammer that your account is active 
and valid. 

STEP 5: Do not include links to your e-mail address on your 
Web site. 

STEP 6: Use antivirus protection and firewalls to protect your 
computer from being used by spammers. 

STEP 7: When registering for information or content on the 
Web, uncheck boxes that invite mailings. 

STEP 8: Don’t forward chain letters, petitions or virus warn- 
ings from sources you don’t trust. They’re used by spammers to 
collect addresses. 


MANAGEMENT STRATEGIES 

The second line of defense is to attack spam at the organiza- 
tional level by educating employees, establishing an e-mail ad- 
dress on which they can report spam to the IT department 
and installing software to minimize it. It’s possible to block 
about 90% of spam at an acceptable level of errors. 

One of the headaches caused by spam-fighting programs is 
false negatives that fail to block spam and false positives, where 
the software labels a legitimate e-mail as advertising. Manage 
false positives by using 
software that blocks 
suspect messages in a 
quarantined area while 
letting users set up lists 
of trusted sources. 

Remember to test 
your antispam strategy 
and software prior to 


| Information Technology Center, 
__ http://infotech.aicpa.org. 


Infobytes 


Spam Control (# BYT- 
full implementation. XXJA). For more information, 
You can create shadow |_ go to www.cpa2biz.com or call _ 
e-mail accounts and try | the Institute at 888-777-7077. | 
Out your antispam pro- 
gram on them. 

Some day spam may be a thing of the past. In the mean- 
time, the only defense is constant vigilance, and the best it can 
achieve is keeping the annoyance under control. | 





DOUGLAS HAVELKA is an assistant professor of management infor- 
mation systems at Miami University in Oxford, Ohio. His e-mail ad- 
dress is havelkdj@muohio.edu. CATHERINE S. NEAL is an assistant 
professor of business ethics and business law at Northern Kentucky 
University in Highland Heights. Her e-mail address is nealcl@nku.edu. 











When we say fully automated payroll, 
that's exactly what we mean. 


Introducing online payroll from PayCycle. Get 
instant and automated paycheck calculations, 
electronic tax payments and filings, plus full 
state tax support. With no more trips to the 
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bank or post office, you’ll be done in just a See 
few clicks. PayCycle 


All-inclusive. 

There are no extra charges for W-2s, direct deposit, 
tax payments or filings. No cost for friendly, expert 
telephone support. No impounds — PayCycle lets your 
clients hold onto their money till taxes are due. And 
you never have to pay for new tax tables or software 
versions, because PayCycle is always up-to-date. 


, And all yours. 


a | PayCycle is branded 
with your name, not 
ours. So you can share 
it with your clients 
and invite them to 
enter payroll directly, 
if you wish. Even log 
on with your clients 


ates } 





and go over their payroll together without ever leaving 
your office. Your client records are securely available 
anywhere, any time. 


Your wholesale price is just $14.99 per client per 
month for the first five employees, and each additional 
employee is only 25 cents per month. 


all toll free (866) 729-282 





“PayCycle is the best thing since sliced bread.” 


Pat Carson, CPA said that. But why not see for 
yourself—with a FREE month to get acquainted at no 
obligation. Don’t wait—sign 

up and try PayCycle today! 


Offer expires 2/28/06. 


cle 


PayCycle integrates with QuickBooks®, QuickBooks® for Mac, QuickBooks Online Edition, Microsoft® Money, CCH ProSystem 
fx® Write-up, and the entire ATX accounting products suite. PC Magazine 5 Stars Rating logo is a trademark of Ziff Davis 


Publishing Holding, Inc. Used under license. 
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New bankruptcy legislation adds protections for retirement plans. 


Protect 
Retirement Assets 
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ebtors have hit a fork in the road. The Bankruptcy Abuse Prevention 


1D) and Consumer Protection Act of 2005 (effective October 17, 2005) 
clarifies the rights of debtors and expands the protections their retirement as- 
sets have in federal bankruptcy proceedings. But outside of federal bankruptcy 


things remain murky, and there still is un- 
certainty about whether retirement funds 
are subject to state attachment and gar- 
nishment proceedings. This article gives 
CPAs guidance on what has changed and 
tips for protecting clients’ assets under ei- 
ther scenario. 


EXCLUSION IN BANKRUPTCY 

The new law protects retirement funds by 
excluding them from federal bankruptcy 
estates. It applies to any fund or account 
that is tax-exempt under 

m IRC section 401(a)—tax-qualified re- 
tirement plans (pensions, profit-sharing 
and IRC section 401(k) plans). 

m IRC section 403(b)—tax-sheltered 
annuity plans generally available to indi- 
viduals working for IRC section 501(c)(3) 
employers. 

m IRC section 457(b)—deferred com- 
pensation plans for employees of tax-ex- 


empt and state and local government employers. 

The extent of the bankruptcy exclusion for an IRC sec- 
tion 408 IRA varies. IRAs created under an employer- 
sponsored IRC section 408 SEP IRAs and SIMPLE IRAs, 
as well as pension, profit-sharing or 401(k) funds transferred 
to a rollover IRA, enjoy an unlimited exclusion from the 


Amount of Money 
in IRAs 


IRAs are the single largest 
component of the U.S. 
retirement market, holding 
$3.5 trillion of assets at 
year-end 2004 (out of a 
total of $12.9 trillion of 
retirement plan assets). 


Investors hold most ($3.2 
trillion) of their IRA assets 
in traditional IRAs, which 
they fund with rollovers 
from employer-sponsored 
retirement plans and/or 
contributions. 


Source: Investment Company Institute, 
August 2005, 
www. ici.org/stats/latest/1fm-v14n4. pdf. 





federal bankruptcy estate. The U.S. Bank- 
ruptcy Code now also excludes traditional 
IRAs and Roth IRAs. These IRAs, which 
workers create and fund themselves, are 
subject to an aggregate $1 million exclu- 
sion limitation (adjusted for inflation and 
subject to increase if the bankruptcy judge 
determines that the “interests of justice so 
require”). The annual contributions indi- 
viduals make to traditional or Roth IRAs 
ranged from $2,000 to $3,000 for pre- 
2005 years, and to $4,000 in 2005, so there 
is little danger of debtors’ reaching the 
million-dollar exclusion amount. 

Under the new law, a rollover from a 
SEP or SIMPLE IRA into an IRA appears 
to receive only $1 million of protection. 
Bankruptcy Code section 522(n) allows a 
general unlimited exclusion for rolled-over 
qualified retirement plan wealth but does 
not sanction IRC section 408(d)(3) 
rollovers. Clients with SEP or SIMPLE 


IRA assets under $1 million can roll over these assets and 


avoid the potential problems with SEP and SIMPLE IRAs 
outside of bankruptcy discussed below. 

Case law and Department of Labor regulations have 
held that a qualified retirement plan that benefits only the 
business owner and spouse was not an ERISA plan and did 


General Debtor Protections for Retirement Assets In and Out of 


Federal Bankruptcy 


ers MUE LC cay 


State law 
Attachment/garnishment 


, Note: Absolute statements of protection are problematic, as noted in the body of the article. For example, qualified plan assets and IRAs 
are subject to attachment for qualified domestic relations orders and federal tax liens both in and out of bankruptcy. Additionally, owner- 
only plans may be attachable outside of bankruptcy. State law protections vary from state to state. 
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not qualify for ERISA antialienation protections either in- 
side or outside of bankruptcy. The act now eliminates this 
concern for federal bankruptcy proceedings, as such plans 
now do qualify. 

Practical tip. Because of the unlimited exclusion for 
qualified retirement plan assets transferred into a rollover 
IRA, CPAs should always ensure that rolled-over retirement 
wealth is segregated in a rollover IRA that is distinct from 
other traditional or Roth IRAs that the debtor may own. 


PROTECTIONS OUTSIDE OF FEDERAL BANKRUPTCY 

The new act does not address debtors’ retirement funds that 
are involved in state law insolvency, attachment or garnish- 
ment proceedings. In that case a compilation of ERISA, 
case law and state law comprises the relevant authority. The 
major concerns are regarding owner-only plans and IRAs. 
Retirement funds also can be attached through qualified 
domestic relations orders and federal tax liens in or outside 


of a bankruptcy. 


SEP AND SIMPLE IRAs 
Employer-sponsored SEP and SIMPLE IRAs are treated 
differently from individually created and funded traditional 
and Roth IRAs. ERISA defines a “pension” plan under its 
Jurisdiction as any “plan, fund or program that is established 
or maintained by an employer that provides retirement in- 
come to employees.” Typically pension, profit-sharing and 
section 401(k) plans qualify. The Labor Department and the 
Federal Court of Appeals for the Tenth Circuit (in Garratt v. 
Walker) held that SEP and SIMPLE IRAs also are ERISA 
pension plans because they are arranged by the employer, 
even though the contributions are immediately allocated to 
the employee’s IRA. 

Generally, ERISA pension plans receive extensive an- 
tialienation protection from creditors. However, this pro- 





@ THE NEW BANKRUPTCY LAW pro- 
tects tax-qualified retirement plans— 
pensions, profit-sharing and 401(k) 
plans—from creditors in bankruptcy. 


@ SEP AND SIMPLE IRAs ARE excluded 
from bankruptcy estates under the new 
law, even if they qualify as ERISA pen- 
sion plans. 


wickenslaw.com. 
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PERSONAL FINANCIAL PLANNING/BANKRUPTCY 


Always ensure that rolled-over retirement wealth is segregated in a rollover IRA 
that is distinct from other traditional or Roth IRAs that the debtor may own. 


@ TRADITIONAL AND ROTH IRAs that 
are created and funded by an individual 
are subject to an aggregate bankruptcy 
exclusion of $1 million. 


lm SEP AND SIMPLE IRAs, BEING ERISA 
plans, but not enjoying ERISA antialien- 
ation protections, may be subject to 
attack in a state action, since any pro- 


MARK P. ALTIERI, CPA/PES, JD, LLM, is an associate professor of accounting at Kent State University, Kent, Ohio, and pect : 
tax counsel to Wickens, Herzer, Panza, Cook and Batista in Avon. His e-mail address is maltieri@wickenslaw.com. RICHARD 
A. NAEGELE, JD, is an attorney and shareholder at Wickens, Herzer, Panza, Cook and Batista. His e-mail address is rnaegele@ 






tection does not extend to an IRA, including a SEP or 
SIMPLE IRA, even if it qualifies as an ERISA pension 
plan. ERISA also contains specific preemption provisions 
that supersede and void state law protections specifically af- 
forded to retirement arrangements that are ERISA pension 
plans (ERISA section 514(a)). 

Thus, the SEP and SIMPLE IRA are at an impasse out- 
side of bankruptcy. They are ERISA pension plans—but do 
not qualify for ERISA antialienation protections. More- 
over, any state law protections may be preempted, and a 
creditor may be able to bring a successful state action 
against these assets. 


NON-SEP AND SIMPLE IRAs 

An individually established and funded traditional or Roth 
IRA is not an ERISA pension plan, so state laws can apply 
to protect them. Usually the owner’s state of residency de- 
termines whether the IRA is protected. For example, Ohio 
law specifically exempts both traditional and Roth IRAs 
from execution, garnishment, attachment or sale to satisfy a 
judgment or order, with no cap. For a list of state laws pro- 
tecting IRAs, go to www.aicpa.org/pubs/jofa/jan2006/ 
altieri.htm. 

Practical tip. CPAs should advise their clients that assets 
rolled over from a SEP or SIMPLE IRA into a rollover 
IRA should, at that point, no longer be part of an employ- 
er-maintained arrangement and therefore would lose their 
characterization as parts of an ERISA pension plan. The 
rolled-over assets would not then be subject to ERISA pre- 
emption and could take advantage of state law protections 
for non-SEP and SIMPLE IRAs. If there is less than $1 
million of such rolled-over wealth, the resulting rollover 
IRA would be afforded unlimited protections under non- 
bankruptcy proceedings in states such as Ohio and protect- 
ed in a bankruptcy proceeding. 












tecting state law may be preempted by 
ERISA. sae Py 
li TRADITIONAL AND ROTH IRAs are not | 
ERISA pension plans. They are protect- 
ed in nonbankruptcy proceedings by 
any state laws specifically protecting 
IRAs since such state laws are not pre- 
empted by ERISA. 






















PERSONAL FINANCIAL PLANNING/BANKRUPTCY 


Assets rolled over from a SEP or SIMPLE IRA into an IRA are no longer part of 
an ERISA pension plan and are not subject to ERISA preemption. 


As an example, Mark Smith is a small business owner 
who has $500,000 invested in a SEP IRA established by his 
company. Under his state’s law, assets held in an IRA gener- 
ally are exempted from any creditor claims. Mark is success- 
fully sued for $300,000 of damages in state court and is not 
filing for federal bankruptcy protection. 

This matter is outside of federal bankruptcy law, and the 
new bankruptcy protections therefore do not apply. Be- 
cause Mark’s money is in a SEP IRA, it constitutes an 
ERISA pension plan, preempting any state law directly pro- 
tecting it, and it would not qualify for the antialienation 
protections usually afforded ERISA plans. The judgment 
creditor therefore may successfully attach Mark’s IRA. 

If Mark transferred the money in his SEP IRA toa 
rollover IRA, it no longer would qualify as an ERISA pen- 
sion plan. Thus it would be protected from creditor claims 
up to $1 million either inside a bankruptcy proceeding or 
possibly to an unlimited extent outside of bankruptcy un- 
der applicable state law. 

Note that in Rousey v. Jacoway, the Supreme Court held 
that IRAs are a “similar plan or contract” to pension and 
profit-sharing plans under the limited exemption in the 
Bankruptcy Code. This decision, although largely irrele- 
vant since the new law, may be authoritative in states that 
protect pension and profit-sharing plans without specifically 
protecting IRAs. In these states the fact that the Supreme 
Court equated IRAs with traditional retirement plans 
might be persuasive in a nonbankruptcy proceeding involv- 
ing traditional or Roth IRAs. 

CPAs should note the change that has occurred since 
the advent of the new bankruptcy law. Wealth residing in 
qualified retirement plans (pension, profit-sharing and sec- 
tion 401(k) plans) continues to possess the most extensive 
debtor protections both in and outside of a bankruptcy 
proceeding. A distinct IRA into which qualified retirement 
plan assets are rolled, an asset frequently attacked under pre- 
act bankruptcy law, would constitute as strong a protected 
reservoir of wealth under the new post-act unlimited exclu- 
sion for such IRAs in a federal bankruptcy proceeding. 
Similarly, in states providing strong IRA protection (such as 
Ohio), the rollover IRA would enjoy unlimited protection 
from creditors in a nonbankruptcy proceeding. 


OWNER-ONLY PLANS 

ERISA and the Internal Revenue Code’s broad antialien- 
ation protections generally have protected a debtor’s pen- 
sion plan, profit-sharing or 401(k) plan benefits from 
creditor claims both in and outside of bankruptcy. Howev- 
er, under case law and Department of Labor regulations, a 
plan that benefits only an owner and his or her spouse is 
not an ERISA plan, and so does not qualify for antialien- 
ation protections under Title I of ERISA. 


As noted above, owner-only plans are not at risk in 
bankruptcy proceedings. Outside of bankruptcy, the own- 
er-only category does not apply if nonowner participants 
are added to the plan. So the easiest way to protect funds in 
such plans is by adding other participants. Alternatively, one 
could make the same argument, as was just examined with 
regard to traditional and Roth IRAs outside of bankruptcy, 
that since owner-only plans are not ERISA plans, state law 
protecting retirement plans would not be preempted. 


THE CURRENT STATE OF PROTECTIONS 

Qualified retirement plans and IRAs are protected under 
the new bankruptcy legislation. Outside of bankruptcy, 
ERISA provides nearly unlimited antialienation protection 
to qualified retirement plans (pensions, profit-sharing and 
401(k) plans). State law generally protects traditional and 
Roth IRAs. SEP and SIMPLE IRAs and owner-only plans, 
however, require additional planning to insulate them from 
creditor claims. a 
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Disclosure is key to 
avoiding accusations. 





BY BRIAN CARROLL 





raud is still in the headlines and on the minds of investors. Over the 


past few years, investors have grown discouraged with accounts of fraud 


occurring in trusted sectors of American business, including the financial ser- 
vices industry. Except for large investment advisers implicated in the mutual 


fund trading scandals (see “The Mutual Fund Trading lent conduct and what an investment adviser firm can do to 


Scandals,” JofA, Dec.04, page 32), the investment adviser 


profession has thus far avoided ac- 
cusations of widespread fraudulent 
practices and the legislative scruti- 
ny that ensues. This record, how- 
ever, provides little comfort to an 
investment adviser firm when the 
SEC or a state agency starts a fraud 
investigation or files a fraud en- 
forcement action. This article 
seeks to explain briefly the current 
legal framework defining fraudu- 
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In the Client’s Best Interest 


“Fundamental to the Advisers Act is an 
adviser’s fiduciary obligation to act in 


the best interest of its clients and to 
place its clients’ interest before its own.” 


Source: Letter from the SEC's Office of Compliance Inspections 
and Examinations to registered investment advisers, 2000. 
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avoid accusations of fraud. In particular, it describes how an 


adviser may commit fraud by fail- 
ing to disclose adequately potential 
conflicts of interests with clients, as 
opposed to affirmative misrepre- 
sentations to clients. 

Above all else, investment ad- 
viser services are based on trust be- 
tween the adviser and its clients. 
An adviser cannot survive without 
this trust, and nothing jeopardizes 


it more quickly than government - 


PHOTOGRAPH © CORBIS 


The Fraud of 
Incompetence 
By Clark Blackman || 


he CPA profession has a long 
history of dedication to the ~ 


public interest and a belief 


that the profession’s members should 
embrace the basic principles of hon- 
esty, integrity, objectivity, competen- 
cy and, perhaps most important, 
putting the public’s interest ahead of 
their own. 

As an investment adviser who has 
maintained a CPA designation pri- 
marily for the pride and prestige as- 
sociated with being a member of an 
elite group of “bean counters,” I be- 


lieve nothing is more important than 
that we CPAs not lose sight of what 
has brought us here: the awesome re- 
sponsibility of helping our clients 
with a level of independence, objec- 
tivity, competence and caring that 
goes beyond that which is expected. 

Investment adviser fraud has two 
causes. The obvious one is greed. 
The more worrisome one within 
our profession is ignorance. In truth, 
greed is everywhere and dishonest 
professionals are a risk in every pro- 
fession. But it is the insidious nature 
of incompetence that our profession 
needs to guard against most. 

Every member of the AICPA 
swears to abide by an oath of profes- 
sional conduct that includes “com- 


petency.” Today the greatest risk to 
the long-term viability of the CPA’s 
standing as “most trusted” adviser is 
the investment adviser who doesn’t 
have a complete and thorough un- 
derstanding of the 27 basic practices 
required of any fiduciary providing 
investment advice (see “Resources,” 
page 43). 

Make no mistake, you will be 
deemed a fiduciary in most instances 
where you hold out to be a CPA, re- 
gardless of how you are compensated. 


CLARK BLACKMAN II, CPA/PES, 
CFA, CIMA, is managing director and 
chief investment officer for Investec Ad- 
visory Group, LP, Houston. His e-mail 
address is clark@investec.us. 


accusations of fraud. Putting aside the enormous financial 
cost of defending against fraud accusations and the possibili- 
ty of paying a civil money penalty in a negotiated settle- 
ment, fraud investigations test personal and professional 
reputations, client relations and the ability to generate pro- 
fessional referrals. Given these risk factors, it pays for every 
investment adviser to understand what constitutes fraud un- 
der the Investment Advisers Act of 1940. Stepping too 
close to the line, even inadvertently, can be very costly. 


THE ACT AND THE COURTS 

The Investment Adviser Act of 1940 is the primary federal 
legislative authority governing SEC-registered investment 
advisers. It was enacted to eliminate unethical and fraudu- 
lent adviser business practices that contributed to the stock 
market crash of 1929. Certain provisions of the act apply to 
all investment advisers, regardless of whether they are re- 
quired to register with the SEC (see “SEC Jurisdiction 


EXECUTIVE 


SECTION 206 OF THE INVESTMENT ADVISERS ACT OF 1940 
provides guidelines for investment advisers on what consti- 
tutes fraud. 


@ THE SUPREME COURT HAS HELD THAT THE ACT imposes 
a fiduciary duty on investment advisers to act in the best 
interest of their clients by fully disclosing all potential con- 
flicts of interest. 


Over Investment Advice,” JofA, Aug.01, page 32). Of these 
provisions, two antifraud subsections of section 206 of the 
act stand out. These subsections say that it is unlawful for 
an investment adviser using interstate commerce (U.S. mail 
or other instrument) to employ any device, scheme or arti- 
fice to defraud any client or prospective client; or to en- 
gage in any transaction, practice or course of business that 
“operates as a fraud or deceit upon any client or prospec- 
tive client.” 

Although remarkably broad, neither subsection is self- 
explanatory. For example, both use the word any to de- 
scribe the means for acting fraudulently or deceitfully 
(device, scheme, artifice, transaction, practice or course of 
business), though not one of these means is defined. 
Nonetheless, common sense dictates that the intent was to 
proscribe certain categories of conduct, such as intentional- 
ly making material misstatements about the firm’s invest- 
ment performance return to lure clients, receiving a bribe 


Se ae 


INVESTMENT ADVISERS SHOULD REVIEW CAREFULLY SEC 
and other disclosure requirements to ensure they clearly un- 
derstand potential conflicts. 


@ INVESTMENT ADVISERS SHOULD REVIEW ALL SEC FILINGS, 
client marketing materials and other significant documents 
to ensure that they have appropriately disclosed all poten- 
tial conflicts. 


Speer rere sce rep UR sees ee whe 
BRIAN CARROLL, CPA, is special counsel with the SEC in Philadelphia and an adjunct professor at Rutgers University School 
of Law, Camden, NJ. 

The U.S. Securities and Exchange Commission disclaims responsibility for any private publication or statement of any commission employee or 
commissioner. This article expresses the author's views and does not necessarily reflect those of the commission, the commissioners or other members 
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to tout a clearly worthless stock, intentionally overcharging 
clients or stealing client assets. This type of traditionally 
fraudulent conduct, where a fiduciary affirmatively acts 
against the interest of its client, falls within a plain reading 
of the provisions. On the other hand, the complete story is 
not so obvious from an initial reading, and judicial interpre- 
tations of the provisions have clarified their reach. 

Although both provisions were written to cover a wide 
variety of facts and circumstances, the Supreme Court's de- 
cision in SEC v. Capital Gains Research Bureau, Inc. estab- 
lished an expansive legal framework for defining them. 
Consistent with Congress’s purpose in passing the act, the 
Court first determined that the investment adviser serves as 
a fiduciary to its clients, though the term never appears in 
the act. Under this fiduciary duty, an investment adviser 
was held to have “an affirmative duty of utmost good faith 
and full and fair disclosure of all material facts”? The Court 
went on to note that in enacting these provisions Congress 
intended to “eliminate, or at least to expose, all conflicts of 
interest which might incline an investment adviser—con- 
sciously or unconsciously—to render advice which was not 
disinterested.” Consequently, the Court viewed the act as 
“directed not only at dishonor, but also conduct that 
tempts dishonor.” 


DISCLOSURE IS KEY 

Within this framework, the Court held that the “fraud or 
deceit” language of section 206(2) should not be interpret- 
ed narrowly or technically. Instead it should be construed 
broadly and remedially to cover instances where an adviser 
failed to disclose to the client all material facts, including an 
adviser’s conflicts of interest with its client. 

For example, the Court held that the investment adviser 
violated this duty by “scalping.” This occurred when the 
adviser bought a security that it eventually recommended 
to clients, then bought the same security for clients (there- 
by driving up the price), and finally sold its shares at a prof- 
it. In doing so, the adviser had failed to disclose to its clients 
all the material facts surrounding this investment recom- 
mendation—namely, the adviser’s conflict of interest when 
it recommended a stock not as a disinterested adviser, but as 
part a scheme to profit personally. 

The Court also made it clear that under section 206(2) 
the SEC may charge a violation even though it did not es- 
tablish that a client was actually injured as a result of the 
failure to disclose, nor that the adviser intended to injure 
the client. In light of this interpretation an adviser’s failure 
to disclose material facts, including material conflicts of in- 
terest with its clients, could constitute a violation. 

Not surprisingly, other courts have followed this lead by 
holding that an adviser may violate the act through either a 
material misrepresentation or an omission. In essence, an 
adviser must take reasonable care to avoid misleading clients 
by disclosing material conflicts of interests to its clients and 
prospective clients. 

By taking this “conflicts-disclosure” approach, the Court 
effectively clarified the plain meaning of section 206. But 
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because of its ambiguity, the approach has proven trouble- 
some for investment advisers. Without an explicit statutory 
reference, an unaware investment adviser can easily stumble 
into trouble by failing to understand its duty to disclose ma- 
terial conflicts. Indeed, in light of the Court’s interpreta- 
tion, the watchword is disclosure, and more disclosure. 


FORM ADV 

Typically, in determining whether a violation of the Invest- 
ment Adviser Act has occurred, the SEC staff reviews what 
the adviser has disclosed to its clients and what should have 
been disclosed. In addition to considering whether all facts 
related to the conflict were disclosed adequately, the SEC 
staff also weighs other factors when deciding whether to re- 
fer the matter for investigation. (See “Factors Influencing 
Referral to Division of Enforcement,” below). 

To make this decision, the SEC staff relies in part on one 
of the most important disclosure vehicles: the adviser’s 
Form ADV. Part I of Form ADV must be filed with the 
SEC and Part II provided to clients at the start of every ad- 
viser-client relationship. Form ADV requires the adviser to 
explain fundamental aspects of it operation, such as its affili- 
ated businesses, client referral arrangements, brokerage 





Factors Influencing Referral to 
Division of Enforcement 






any SEC enforcement investigations start 
when the agency staff finds suspicious con- 
duct during an examination of an invest- 

ment adviser (see “When the SEC Knocks,” JofA, 

Aug.02, page 35). The examination staff may refer its 

findings to the SEC’s Division of Enforcement for in- 

vestigation to determine whether the adviser violated 

section 206 of the act or another federal securities 

statute. Here are the questions the SEC considers: 

@ Does it appear that fraud has occurred? 

mw Were investors harmed? 

m If the conduct does not include fraud, is it serious 

(ongoing, repetitive, systemic or severe)? ae 

@ Did the adviser apprise the SEC of the conduct 

take meaningful corrective action? 

m Is the conduct of a type or degree that is most ape 

propriate for the SEC, rather than another government 

regulator, to handle? : 

m Is the activity in a particular area that the SEC wants 

to emphasize, such as emerging types of wrongdoing? 

@ Did the adviser profit from the conduct? 

@ Did the adviser appear to act intentionally? 

m Is the conduct recidivist in nature? 

m Were the firm’s supervisory procedures inadequate? _ 
















and 












Source: “Financial Services Institute: First Annual Public Policy Day,” a speech by 
Lori Richards, director, SEC Office of Compliance, Inspections and Examinations, Oc- 
tober 13, 2004. 
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arrangements, adviser fees and billing, trade allocation poli- 
cies, whether it receives any economic benefit from a non- 
client source, professional qualifications, investment strategy 
and the like. Along with other disclosure documents, such 
as marketing and advertising materials and the investment 
advisory services contract, Form ADV creates a disclosure 
benchmark against which the adviser’s actual conduct is 
compared to determine the adequacy of the disclosures. - 

Trouble often starts when the adviser says one thing in 
its Form ADV but then deviates substantially from this dis- 
closed practice by engaging in conduct that benefits the ad- 
viser or some preferred client. For example, the SEC has 
initiated fraud charges against advisers based on their undis- 
closed security trading practices. It is not uncommon for an 
adviser to disclose to clients that its securities purchases or 
sales for clients will generally be executed in a single block 
trade at a uniform price and allocated equally among clients 
participating in the trade on a pro rata basis. Depending on 
market conditions, however, the adviser may not be in a 
position to purchase the same security for all clients at the 
same price. Instead, it may have to purchase the security 
over several days at different prices. According to the advis- 
er’s disclosures, each client should receive a pro rata alloca- 
tion of the security purchased at the various prices. But 
seeing an opportunity to favor certain clients, the adviser 
may allocate all of the more favorably priced shares to 
clients with a history of referring other clients or with 
more assets under management. In so doing, the adviser has 
violated its fiduciary duty by failing to disclose adequately 
the facts surrounding this conflict of interest. (For another 
example, see “A Case of Fraud,” at right.) 


SPELL IT OUT 

Although the Supreme Court’s “conflict-disclosure” ap- 
proach creates some ambiguity, it also clarifies the impor- 
tance of a keystone concept of good investment adviser 
management: disclosure. In order to reduce the risk of an 
SEC investigation, advisers should take to heart their fidu- 
ciary duty, as interpreted by the Supreme Court, by not 


A Case of Fraud 


rnarecent enforcement action, the SEC alleged 

that an investment adviser had failed to disclose ad- 

\ equately its brokerage arrangement with a broker- 

dealer in violation of section 206 of the Investment 
Adviser Act. 

The sane, informally arranged for registered rep- 
resentatives of broker-dealer firms to refer clients to it. 
In return, the adviser placed the securities trades of 

those clients with the referring representatives. The 
commission rate charged by these referring representa- 
tives was more than three times the rate charged by 
nonreferring brokers. The adviser failed to disclose to 
‘its clients this potential conflict of interest, and the fact 
that less-expensive brokerage arrangements were avail- 
able and were used for nonreferred clients. Without 
admitting or denying the charges, the adviser consent- 
ed to an SEC enforcement action alleging, among 
other things, a violation of section 206(2). (For more 
examples of alleged violations of section 206, go to 
www.sec.gov, click on Litigation Releases and enter 
investment adviser fraud in the search field.) 


only meeting their disclosure obligations but scrupulously 
abiding by their disclosed practices. 

The very nature of this approach places the unin- 
formed in a precarious position, regardless of motive. Ad- 
vice by qualified counsel to comply with this nuanced area 
of the law can be very helpful and is recommended. The 
ultimate responsibility for full disclosure, however, falls on 
the adviser. is 
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ICPA Personal Financial ae Center, 













of The New Fiduciary Standard —The 27 Prudent Invest- — 
oy actices for Financial Advisers, ‘Trustees, and Plan 
_ Sponsors by Tim Hatton, Bloomberg Press, 

‘www. bloomberg. com/books, 2005. 


rudent Investment Practices—A Handbook for Investment 
Fiduciaries, Center for Fiduciary Studies, 
www.cfstudies.com, 2003. 
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For more information, visit the 
AICPA Insurance Trust website at 


www.cpai.com or call Aon Insurance 


Services toll free at 1-800-223-7473. 


The CPA Life Insurance Plan has certain exclusions, limitations, and terms under which it 
complete details of the coverage, you should contact Aon Insurance Services, the Plan 
Contract Series 31300: Coverage is issued by The Prudential Insurance Company of Americ 


IFS-A141997 Ed.12/05 





Many people think 
Internet life insurance is 


just as good... 
until they read the fine print. 


CPA Life: No hidden requirements. No fine print. 

Search, click and buy—that sounds like a simple and quick way to buy 

life insurance. But actually getting the coverage you want might be more 
complicated than you bargained for. Many plans offered on the Internet 

don’t make it clear that to be approved for coverage, you’re required to 
provide blood and urine samples, which can be time consuming and invasive. 


Reliable coverage with features you want 

But there’s a better way to apply for life insurance over the Internet. As a 
member of the AICPA, you can avoid intrusive tests by applying for coverage in 
the CPA Life Insurance Plan, with coverage issued by The Prudential Insurance 
Company of America. With CPA Life, you can still apply over the Internet, but 
unlike other plans, your acceptance is based on nothing more than the answers 
to a few simple health questions. And over 90% of those who apply for CPA Life 
are approved. 


Up to $2 million of term life coverage 


_ You can request up to $2,000,000 of term life insurance, depending on your age 


and memberships. If you’re age 45 or over and are approved for coverage, you'll 
automatically get lower Select Status rates. You can continue your coverage 

at Select Status rates by providing evidence of your good health to Prudential 
every five years. 


Competitive rates and the opportunity for cash refunds 

As an additional feature, cash refunds are available to CPA Life participants. 
These refunds can significantly reduce the cost of your coverage, and while not 
guaranteed, they have been paid every year since the Plan’s inception in 1957. 


We think CPA Life is one of the most competitive plans of its kind anywhere— 
including cyberspace. More than 180,000 of your fellow CPAs think so, too. 
When you look at the facts, it’s an easy decision...the CPA Life Insurance Plan 
could be your best value. Apply today at Wwww.cpai.con/life. 





may be continued in force or discontinued. For costs and 
Agent of the AICPA Insurance Trust at 1-800-223-7473. 
a, 751 Broad St, Newark, NU 07102-3777, (973) 802-6000. 


AICPA 3306r 


Special Advertising Supplement 






Financial Advisory Services: 
Next Stage in the Evolution of CPA Advisors 


January 2006 


Exchanges | 


i RES RS Me RR Re aR 


Sponsored by \ 


avis Selected Funds 


National Financial 
Partners 


January 2006 Journal of Accountancy AICPA Custom Publishing 


WHAT PARTNERSHIP 
WITH NFP 
MEANS FOR CPAs. 





When CPAs form Professional Partnerships with NFP advisors, they gain 
immediate access to the latest and most innovative wealth management strategies, 
estate and tax planning and corporate and executive benefits solutions. 

The NFP network includes some of the nation's leading planning experts 
for high net worth individuals and corporate clients. Through Professional 
Partnerships, you benefit from the network's collective expertise...and 
so do your clients. , 

If you're a CPA interested in working with experienced professionals within 
the NFP network, you should talk to us. 

We could be one of the most valuable partners you've ever had. 


Call Alec Herring JD, CLU at 1 800 880 0080, extension 6331. Or e-mail 


Aherring@nfp.com. 
rp “ 
LISTED 
NATIONAL FINANCIAL PARTNERS NYSE. 


Securities offered through NFP Securities Inc. 
NASD/ SIPC/ Registered Investment Advisor. _ 





Executive Profile: 
| by AICPA Custom Media Solutions 


Jeffrey, why is now such an important 
time for investors, particularly those 
who are high net worth (HNW) 
individuals and small business 
owners? 


High net-worth individuals and business 
owners have more information about, and 
access to, more investment choices than ever 
before. While this is a good thing, the 
environment creates incredible complexity. The 
key is finding quality advice to help sort 
through it all and make the right choices. 


What should young people be 
thinking about now when it comes to 
their financial and retirement 
planning? 


The time to start planning for retirement is now. 
The days of lifetime employment with a blue- 
chip company guaranteeing a rich pension are 
over. For young people, the key to a sound 
financial future is early and aggressive 
participation in all types of voluntary 
contribution plans (401k’s, health savings 
accounts and more). 


Why are CPAs ideally positioned to 
offer clients financial planning, 
investment advisory wealth 
management and insurance services? 


. We believe CPAs are ideally positioned to offer 
their clients these services for two main 
reasons. First, they are intimately involved in 
and truly understand their client's financial 
situations. Second, they have the strongest 
client relationships of any professionals. 


Why do CPAs make good potential 
partners for leading financial services 
providers? 


CPAs have their clients’ ear and confidence to 
an extent beyond that of any other client 
adviser. This represents not just an opportunity 
for CPAs and their financial services partners, 





Jeffrey A. Montgomery 


Chairman and CEO 


NFP Securities, Inc 





but a responsibility to put those advantages to 
use to better serve clients. 


What are typical concerns or 
misconceptions that CPAs may have 
about referring their clients to (or 
partnering with) outside providers of 
financial advisory services? 


No doubt there are perceived cultural 
differences on both sides. However, often 
these differences are more superficial than 
substantive. Professionals who choose to work 
with professionals from other disciplines need 
to keep the lines of communication open and 
focus on solving client needs. Another area of 
concern is regulatory risk which can be 
mitigated or eliminated by partnering with a 
strong and reputable financial services provider. 





What are some of the metrics that 
your organization uses to measure a 
successful partnership with CPAs and 
other financial advisers? 


The most important metric we use is client 
satisfaction. When clients demand a team 
approach to solving their needs, satisfaction is 
verified through their repeat, increased and 
referred business. Then you know you're on to 
something. 


Looking ahead three to five years, 
what new services do you anticipate 
NFP offering to high net worth 
individuals and small-business 
owners? 


Appropriate solutions for HNW individuals and 
small-business clients will be driven by asset 
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allocation, risk management, consolidated 
statements and some alternative investment 
classes such as real estate and tax-efficient 
funds. These solutions will be delivered 
through a comprehensive financial plan crafted 
by an experienced professional. To that end, our 
new Wealth & Income Planning unit will focus 
on strategies and tools exclusively for Baby 
Boomers. 


Many say retirement is no longer a 
single life stage, but a series of life 
stages with differing needs. How 
many retirement life stages does your 
organization identify and what are the 
important needs for each? 


NFP identifies three life stages in the retirement 
years, although the start and duration of each 
phase varies by retiree. The "active phase" 
involves rollovers, retirement income planning, 
wealth transfer services (received) and stock 
options treatment. The "settled phase" involves 
sale of home (downsizing), estate planning and 
trust services. The "care phase" involves long- 
term care, wealth transfer (sent) and charitable 


giving. 


The oldest members of the so-called 
Baby Boom generation will soon be 
reaching retirement age. How well 
prepared are they and how is your 
organization helping to educate them 
(and the professionals who advise 
them)? 


Baby Boomers face several prominent risks as 
they enter the retirement years, including 
longevity, inflation, market risk and health risk. 
NFP is focused on helping Boomers navigate 
these challenges by equipping our advisers with 
the latest education, training, resources and 
support with regard to retirement income 
distribution. To this end we have created a new 
business unit titled Wealth & Income Planning 
that will focus solely on delivering these unique 
strategies and tools to the Boomers through 
NFP advisers. 


Jeffrey, is the any additional 
information about your organization 
that you would like Journal of 
Accountancy readers to know about? 


National Financial Partners Corp., through its 
subsidiaries, distributes financial services 
primarily to high net worth individuals and 
entrepreneurial companies in the United States. 
NFP is listed on the New York Stock Exchange, 
symbol "NFP" = 
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CPAs: 
heed: thecal. 


by AICPA Custom Media Solutions 


As record numbers of Americans start 
sprinting toward their retirement years, 
CPAs are being sought increasingly to 
help clients develop prudent financial 
catch-up strategies: many workers 
finally realize that Social Security and 
pension benefits may not be waiting for 
them at the finish line. 


An astounding 94% of CPAs surveyed in 
last month’s Bay Street Group/CPA L 
Insider™ reader poll felt that Baby Boomers — 
Americans born between 1946 and 1964 — are 
not prepared adequately for retirement, with 
particular disconnects between how long 
they'll need to keep working, how much they'll 
need to save, how long they'll be retired and 


Will CPAs become more involved in 
financial planning over the next 3-5 years? 


% of surveyed CPAs who agree 


More involved 


0% 


20% 


40% 60% 


Source: Bay Street Group, LLC 2005 


what kind of investment returns they'll earn on 
their retirement accounts. Nearly 1,200 AICPA 
members had responded to the survey at 
press time. 


"Assume Social Security will be zero and plan 
accordingly," advises Richard J. Auld, retired 
partner of Eide Bailly LLP in Sioux Falls, SD. 
"Then whatever you get from Social Security 
will be like finding money in the street." 


The good news for aspiring retirees is that, 
increasingly, CPAs are providing financial 
planning/advisory services to their clients — 
nearly 20% are doing so today, almost twice 
as many as were doing so in 2002, according 
to research conducted by CEG Worldwide; 
LLC, Bay Street Group, LLC; and the AICPA’s 
PCPS division. Nearly nine in 10 (87%) 
respondents to the latest Bay Street 
Group/CPA Insider™ poll thought that CPAs 
would become more involved in financial 
planning over the next half decade. Many 
savvy financial service providers have 


Sounding the Retirement Alarm 
for Baby Boomers 
financial services providers 








80% 








on average, on their retirement funds — and 
that’s pre-tax. Nearly one third of surveyed 
CPAs said retirees should project annual rates 
of return of 5% or less (pre-tax) on their 
retirement savings. 









Not only must aspiring retirees adjust to a 
single-digit investment climate, they must also 
stretch out their time horizons. Nearly two- 
thirds of CPAs surveyed said boomers are 
going to have to work longer than they 
planned, and they’re going to have to make 
their retirement assets last longer. More than 
seven in 10 (71%) CPAs expected the typical 
boomer to be retired for at least 21 years, and 
nearly one third expected the typical boomer 
to be retired for 26 years or more. 


"Too many individuals are focused on early 
retirement instead of working longer and 
planning a life span of 85 or more years," said 
Bill Quinn, president of a small firm in 
Clarksburg, WV. “The question for many should 
be: ‘Would you be willing to postpone your 
retirement date if you thought you might live to 
be 85 years old or older?” 


developed CPA alliance programs to buiid on 
this momentum. 


Taking a cue from the AICPA’s Financial 
Literacy Program, members can be particularly 
effective at helping clients overcome their 
financial inertia. More than half (53%) of CPAs 
surveyed told us that Baby 
boomers in general had 
unbalanced investment 
portfolios; 52% said boomers 
were reluctant to "follow 
through on retirement 
planning"; and one in three 
said Boomers "failed to heed 
professional advice." 


"Personal financial planning is by definition a 
process," notes Daniel G. Corrigan, President of 
Middletown, Rhode Island-based Corrigan 
Financial, Inc. To be successful, clients and 
their financial advisers need to embrace a 
three step process: "One: Construct a 
financial framework. Two: Establish an 
investment policy. Three: Execute the financial 
plan/investment policy." 






















100% Failing to | How Many years should Baby — 
plan is SEL Boomers plan to be in retirement? - 
: CPAs projected annual rates of 
planning to return (pre-tax) on retirement | !6yearsormore 92% of CPAs agre : 





fail" notes Scott M. 
Wakerley, CPA, president of 
a small Newaygo, Michigan 
firm. Adult workers should 
be putting "the necessary 
time and thought into 
planning, and then stick 
to it long term. They 
need to set aside at 
least 10% of salary for 
diversified investments 
utilizing tax advantaged 
savings." 





accounts over the next 20 years: | 2! years or more 71% 
26 years or more 32% 






79% estimate 7% or less 
| 30% estimate 5% or less 
| Median RO! 6.2% 












In which areas of retirement planning 
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| Financial planning issues most likely to be addressed or 
5s recommended by CPAs in the year ahead 
(% of surveyed CPAs who agree. Includes multiple responses) 


CPA concerns addressed by the best 


financial service providers 
(% of surveyed CPAs who agree. Includes multiple responses) 


Retirement planning _ 


Estate/trust planning EB Avoid being too "salesy" 


Understand mistakes could | 


Wealth manegement : 
ai oes jeopardize client relationships |. 
— College savings | 
Se ae Sensitive to client needs 
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Match CPAs | 
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Top CPA concerns about partnering with financial services providers 
by sector of the profession 
Small Firm Med. Firm Large Firm 
Understanding CPA ee | 
reruorebiles : RS) ls ode a 
Respecting client best interests Ea ee 


56.8% 60.5% 41.7% 
45.1% 37.2% 47.2% 
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53.5% 35.5% 36.4% 


61.1% 44.9% 34.1% 


Source: Bay Street Group LLC, 2005 
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Key: PA = Public Accounting BI = Business & Industry 
GNE = Govt., Education, NFP 





As we discussed in the July 2005 issue of The 
Journal of Accountancy, CPAs are particularly 
adept at helping clients understand the pros 
and cons of increasingly popular, but relatively 
complex investment options such as 
separately managed accounts, life settlements 
and 1031 property exchanges. Above (top left) 
are financial planning products and services 
most likely to be on the radar of today’s CPAs. 


Keys to successful financial service 
partnerships 


While CPAs are undoubtedly intrigued by the 
potential windfall of offering financial services 
to their clients, they are taking great pains to 
ensure their integrity and objectivity remain 
intact. "We're are not really trying to sell our 
clients a product as much as we are offering 
independence and objectivity for what's best 
for them," cautions Chris 


Bonfanti, head of a mid-size St. Louis firm. 
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Before enlisting the expertise and considerable 
resources of major financial services providers, 
CPAs are particularly looking for vendors who 
can minimize the sales stigma, who match the 
CPA’s dedication to objectivity, integrity and 
clients service, and who understand that a 
single unsuccessful financial services 
engagement can jeopardize a CPA's 
longstanding relationship with a client. 





Source: Bay Street Group LLC, 2005 


Understanding "CPAs’ responsibilities" and 
"respecting clients’ best interests" are 
particularly important for financial service 
providers who are anxious to partner with 
small to mid-size CPA firms. The years ahead 
are sure to be an eventful time for Baby 
Boomers, but an exciting time for CPAs and 
savvy financial services providers. m 


AICPA Wealth Management Insider™ | 


Financial, retirement and estate planning updates & strategies for CPAs 


New AICPA Wealth Management Insider 
FREE monthly E-newsletter from AICPA 


Sign up today www.cpa2biz.com/WealthInsider 


The AICPA Wealth Management Insider(TM) delivers need-to-know news of the 
profession and its regulations, hard-hitting commentary, recommended 
products and professional development resources to over 30,000 CPAs who 
currently provide financial planning services or are looking to expand their 


practice in this area. 


Why delay? www.cpa2biz.com/WealthInsider 
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Before investing in the 

Selected Funds, you should 
carefully consider the Funds 
investment strategies, risks, fees, 
and expenses. The prospectus 
contains this and other information 
about the funds. You can obtain 
performance information and a 
current Selected Funds prospectus 
by visiting selectedfunds.com 

or calling 800-243-1575. Please 
read the prospectus carefully before 
investing or sending money. 


Selected Funds are distributed 
by Davis Distributors, LLC 
2949 E. Elvira Road, Suite 101 
Tucson, Arizona 85706 
800-243-1575 





Selecting Quality Companies 
for the Long Term™ 





T.. many fund managers allow themselves 


to take extra risk in hope of catching short-term 
performance. 

Selected Funds managers know performance that 
comes from extra risk may bounce one quarter only 
to fall on its face the next. 

Through a disciplined commitment to research, 
we seek those companies with strong products, 
strong balance sheets, and strong management. 

Companies we believe with time and patience 
will be rewarded by the marketplace. 

Before we risk one dime of our shareholders 
money—of which the Davis family, employees and 
directors, of the Selected Funds are the largest 
shareholders—we meet with the leaders of the com- 
panies in which we invest, and must be convinced 
that shareholder money is in the hands of men and 
women with the wisdom and character to guide their 
company through tough times as well as good; 


who do what they say they'e going to do. 
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Communication is the name of the game where fraud is suspected. 


New Fraud Guidance 
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new statement on standards for accounting and review services 
(SSARS) makes specific changes regarding an accountant’s considera- 


tion of fraud and illegal acts in compilation and review engagements. The 
AICPA Accounting and Review Services Committee (ARSC) amended 


SSARS no. 1, Compilation and Review of Financial Statements by 
issuing SSARS no. 12, Omnibus Statement on Standards for Ac- 
counting and Review Services—2005. This article covers SSARS 
no. 12’s changes, which are generally effective for compilations 
and reviews of financial statements for periods ending after De- 
cember 15, 2005. 

SSARS no. 12 does not change the objectives in such en- 
gagements. You need not report illegal acts that are clearly in- 
consequential and may reach agreement in advance with the 
entity regarding the nature of such items to be communicated. 
The statement doesn’t require you as the CPA to assess the risk 
of fraud or to plan a compilation or review engagement specifi- 
cally to discover fraud. However, this doesn’t relieve you of re- 
sponsibility for informing the client if incorrect, incomplete or 
otherwise unsatisfactory information comes to your attention 
during the engagement. 

In 2004 ARSC issued SSARS no. 10, which required that the 
accountant in a review engagement make specific inquiries and 
obtain written representations from management regarding fraud 
(see “An Update on Review Engagements,” JofA, Aug.04, page 
69). At the same time ARSC issued an interpretation to explain 
what steps should be taken to communicate about fraud or ille- 
gal acts when, during the performance of a compilation or a re- 
view engagement, the accountant suspects that fraud or an illegal 
act may have occurred. 


SSARS no. 1 (as amended—in this and all other references in 
this article) says CPAs should establish an understanding with the 
client, preferably in writing, regarding the compilation or review 
services to be performed. This should include a description of 
the nature and limitations of the services to be performed and of 
any report to be issued. It also should provide that 





USM E Sel cuicn! Ss 
Failure to detect defalcation — 
Engagement scope dispute 
Inadequate disclosures 
Conflict of interest 


elle} 
Release of records 


Boe} 


Source: AICPA, Compilation and Review Alert 2004/05, page 14. 
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gw The engagement cannot be 
relied upon to disclose errors, 
fraud or illegal acts. 

mw The CPA will inform the 
appropriate level of management 
of any material errors and any ev- 
idence or information that comes 
to his or her attention during the 
performance of compilation or 
review procedures that fraud or il- 
legal acts may have occurred. In 
performing such an engagement 
you need not report any matters 
regarding illegal acts that are 
clearly inconsequential and may 
reach agreement with the entity 
in advance about which matters 
will be communicated. 














COMPILATIONS 

The objective of a compilation is 
to present information—in the 
form of financial statements—that is the representation of 
management, without undertaking to express any assur- 
ance on the statements. You are not required to perform 
any additional procedures or search for fraud or illegal acts. 
However, during the performance of compilation or review proce- 
dures, such as inquiries or analytical procedures in a review 
or reading the financial statements in a compilation, if any 
evidence or information comes to your attention regarding 
fraud or an illegal act, you should request that management 
consider the effect of the matter on the financial state- 






















| _ Accounting and Review Services—2005, amended SSARS. 


iP consideration of fraud and illegal acts in compilation and fea 
view piereemens ay 
. ALTHOUGH COMPILATION AND REVIEW anonnaree aaa 

+ _ dards don’t require CPAs to assess the risk of fraud, they still 
- must. inform the client of incorrect, incomplete or otherwise 
_ unsatisfactory information discovered during ¢ an engagement. 










. ACCOUNTANTS NEED NOT REPORT illegal acts that weet 
_ clearly ineonpengenueal and may teach eoeomen in ad-— 
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More SSARSs 


The AICPA Accounting and Review 
Services Committee (ARSC) also recent- 
ly issued SSARS nos. 13 and 14 (see Of- | 
ficial Releases, JofA, Noy.05, pages 109— 
121). SSARS no. 13, Compilation of Speci- 
fied Elements, Accounts, or Items of a Finan- 
cial Statement, expands the applicability of 


the SSARSs to situations in which an ac- 
countant is engaged to compile, or issues — 
a compilation report on, specified ele- 
ments, accounts or items of a financial 
statement. SSARS no. 14, Compilation of © 
Pro Forma Financial Information, expands 
the applicability of SSARSs to situations 
in which an accountant is engaged to 
compile, or issues a compilation report © 
on, pro forma financial information. — 





EXECUTIVE Se 


/ SSARS NO. 12, Grinibus Statement on Standards for 


no. 55 making specific changes regarding the practitioner’ Se 


i updating management representation letters, restricted-use 





oy. RUSSELL MADRAY, CPA, is ipicndane of ihe ides) Gok re an accoun ug 1 
and a senior lecturer at Clemson University’s s School of oe and Legal Studies in | 


COMPILATIONS/REVIEWS 


When fraud or an illegal act involves an owner of the business, 
you should consider resigning from the engagement. 


ments and you should consider its 
effect on the compilation report. 
If you believe the financial state- 
ments are materially misstated, 
you should obtain additional or 
revised information. 


REVIEWS 

A review engagement provides 
limited assurance that the financial 
statements require no material 
modifications in order to conform 
to generally accepted accounting 
principles (GAAP) or an other 
comprehensive basis of accounting 
(OCBOA). Misstatements can be 
intentional, thus constituting fraud, 
or unintentional, the result of er- 
ror. SSARS no. 1, issued in 1978, 
established that the objective of a 
review engagement is to provide a 
CPA with a reasonable basis for 
expressing such limited assurance. 

The SSARS requires the accountant to obtain from 
management specific written representations for all financial 
statements and periods covered by the accountant’s review 
report. The contents will depend on the circumstances of 
the engagement and the nature and basis of the presentation 
of the financial statements, but management must specifi- 
cally acknowledge 

w Its responsibility to prevent and detect fraud. 

g Any awareness—including communications received 










vance with the entity regarding the an of Suen items to 
be Donna 


a MISSTATEMENTS IN FINANCIAL STATEMENTS may be inten: } 
tional, thus constituting fraud, or unintentional, the result of — 
“error. Therefore, ina review, CPAs must make specific in- 
-quiries and ‘obtain specific written NER ESenaDNe mon man- 
aPeenient about rae , 


Th ie ED toe 9) OR arc eee 
oats 


"BIN ADDITION TO THE REVISIONS t to SEARS no. 1 teletea to 
fraud, SSARS no. we) contains amendments to guidance on. 


pees an restatement adjustments. 
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The primary factor that distinguishes fraud from error is whether 
the underlying action is intentional. If it is, it’s fraud. 


from employees, former employees or others—of any fraud 
or suspected fraud affecting the entity that could have a ma- 


terial effect on financial statements. 


COMMUNICATION IS THE KEY 


When fraud or an illegal act involves senior management, 
you should report it to an individual or group at a higher 
level, such as the manager, owner or board of directors. 


The communication may be oral 
or written; if it’s oral, you should 
document it. When an owner of 
the business is involved, you 
should consider resigning from 
the engagement. 

You also should consider con- 
sulting with your counsel and in- 
surance provider whenever any 
information comes to your atten- 
tion that fraud or an illegal act 
may have occurred, unless it’s 
clearly inconsequential. 

It’s not ordinarily part of the 
CPA’s job to disclose any evi- 
dence or information—about 
fraud or illegal acts that may have 
occurred—to parties other than 
the client’s senior management or 
board of directors. In fact, doing 
so would be precluded by your 
ethical or legal obligations of con- 
fidentiality unless it’s 

m To comply with certain legal 
and regulatory requirements. 

m To respond to a successor ac- 
countant who is communicating 
with you in accordance with 
SSARS no. 4, Communications Be- 
tween Predecessor and Successor Ac- 
countants (AICPA, Professional 
Standards, volume 2, AR section 
400), as amended, regarding ac- 
ceptance of an engagement to 
compile or review the financial 
statements of a nonpublic entity. 

m In response to a subpoena. 

It’s a good idea to consult with 
legal counsel before discussing 
matters with outside parties. 





FRAUD OR ILLEGAL ACT? 
Fraud is a broad legal concept, 
and accountants do not make le- 


gal determinations of whether an act is, in fact, fraudulent. 
Rather, the accountant’s interest specifically relates to acts 


that result in a material misstatement of the financial state- 
ments. The primary factor that distinguishes fraud from er- 
ror is whether the underlying action is intentional. If it is, 


it’s fraud. 


Publications 





mw SSARS No. 12, Omnibus Statement on 
Standards for Accounting and Review 
Services—2005 (paperback, # 060650JA). 
wm SSARS no. 13, Compilation of Specified 
Elements, Accounts, or Items of a Financial 
Statement (paperback, # 060651JA). 

m@ SSARS no. 14, Compilation of Pro Forma 
Financial Information (paperback, 

# 060652JA). 

= Compilation and Review Alert-—2005/06 
(paperback, # 022306JA). 

= Compilation and Review Engagements— 
Essential Questions and Answers (paperback, 
# 006622JA). 

mw Review Engagements: New and Expanded 
Guidance on Analytical Procedures, Inquiries 
and Other Procedures (paperback, 
#006618JA). 


CPE 





Advanced Update for Compilation and Review 
Engagements (text, # 731505JA). Also 
available as a public seminar or on-site 
training (www.aicpalearning.org/ 
public_seminars.asp). 


Conferences 





National Advanced Accounting and 
Auditing Technical Symposium 
Chicago 

July 19-21, 2006 


For more information about these 
resources, to place an order or to register, 
go to www.cpa2biz.com or call 888-777- 
7077. 


Cie 








Intent often is difficult to determine, particularly in mat- 
ters involving accounting estimates and the application of 


accounting principles. Two types 
of misstatements are relevant to 


‘consideration of fraud—those 


arising from fraudulent financial 
reporting and those from misap- 
propriation of assets. 

w Misstatements arising from 
fraudulent financial reporting are 
intentional misstatements or 
omissions of amounts or disclo- 
sures in financial statements de- 
signed to deceive financial 
statement users where the effect 
causes the financial statements not 
to be presented, in all material re- 
spects, in conformity with GAAP 
or OCBOA. 

w Misstatements arising from 
misappropriation of assets (some- 
times referred to as theft or defal- 
cation) involve the theft of an 
entity’s assets that causes the finan- 
cial statements not to be presented 
in all material respects in confor- 
mity with GAAP or OCBOA. 

The term illegal acts refers to 
violations of laws or governmental 
regulations other than fraud. Ille- 
gal acts by clients, management or 
employees acting on behalf of an 
entity are attributable to the enti- 
ty. Such acts cover a broad range 
of issues, including occupational 
safety and health, employment 
practices, environmental protec- 
tion and antitrust laws but not 
personal misconduct by the enti- 
ty’s personnel unrelated to their 
business activities. Illegal acts may 
not always be intentional and may 
not always have an effect on fi- 
nancial statements. 

Determining whether an act is 
fraudulent or illegal is normally 
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Document in the workpapers any information you communicate 
to management or others about suspected fraud. 


beyond accountants’ professional competence. It would 
generally be based on the advice of an informed expert 
qualified to practice law or final determination by a court 
of law. However, an accountant’s training, experience and 
understanding of the client and its industry may provide a 
basis for recognizing that some client acts may be fraudu- 
lent or illegal. 


PUT IT IN WRITING 


Although there are no specific documentation require- 
ments in a compilation engagement, any information 
about suspected fraud that you communicate to manage- 
ment or others should be documented in the engagement 
workpapers. 


In a review engagement, any communications, whether 
oral or written, to management or others regarding fraud 
or illegal acts that come to your attention must be docu- 
mented in the workpapers. 


UPDATE, RESTRICT, RESTATE 

In addition to the revisions to SSARS no. 1 related to fraud, 
SSARS no. 12 contains amendments to guidance on updat- 
ing management representation letters, restricted-use re- 
ports and restatement adjustments. 

The new guidance discusses the circumstances in 
which you should consider obtaining an updating repre- 
sentation letter from management. Examples include situ- 
ations in which 


Litigation Risk in 
Compilation 
Engagements 


ou've likely heard about the 

y growing trend of lawsuits 

filed against CPAs who per- 

form compilations and bookkeeping 

services that fail to detect employee 

embezzlement. As CPAs, you should 

be aware that the risk of a costly law- 

suit is present in all engagements— 

even compilation engagements. Here 
are some steps to take. 


@ Perform all compilation engage- 
ments in accordance with statements 
‘on standards for accounting and re- 
view services (SSARSs). Many clients 
do not understand or appreciate the 
fact that a compilation or bookkeep- 
ing service does not include the ex- 
amination of cancelled checks or bank 
images. Some clients presume that 
when you ask for their bank statement 
or reconciliation, you are examining 
the cancelled checks for fraudulent 
payees and/or endorsements—though 
clearly, compilation standards do not 
require that. It’s important to have a 
meaningful discussion with each client 
about the compilation procedures you 
will perform and to tailor the engage- 
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ment letter to reflect what will and 
won't be done. 

M@ Reassess your firm’s client accep- 
tance and continuance procedures. 
Practice Alert 2003-03, Acceptance 
and Continuance of Clients and Engage- 
ments, provides guidance with respect 
to such procedures (www.aicpa.org/ 
download/secps/pralert_03_03.pdf). 

M@ Talk to your clients who own 
businesses about the risk of fraud and 
their responsibilities. Since it is not 
your responsibility to examine can- 
celled checks when performing a 
compilation engagement, stress that 
it’s important for the business owner 
(or someone else unrelated to the 
cash function) to perform this proce- 
dure as part of internal control over 
financial reporting. 

@ Avoid clients that operate in in- 
dustries outside your firm’s expertise. 
SSARSs do not prevent your accept- 
ing such engagements, but they do 
require that you obtain the necessary 
level of knowledge to properly serve 
those clients. . 

M@ Use clearly worded engagement 
letters that outline both your respon- 
sibilities and the client’s. (For exam- 
ples, go to www.aicpa.org/members/ 
div/auditstd/technic_arsc.asp.) Stress 
that a compilation does not involve 
obtaining an understanding of inter- 
nal control or assessing control risk; 


testing accounting records by obtain- 
ing corroborating evidential matter 
through inspection, observation or 
confirmation (for example, by exam- 
ining cancelled checks); or perform- _ 
ing inquiries, analyses or certain 
other procedures ordinarily per- 
formed in audits or reviews. 
@ When performing bookkeeping 
services, especially as part of an en- 
gagement to perform management 
services, take special care to have a 
detailed engagement letter that spells 
out the procedures you will perform 
relative to any cash account. When 
performing a bank reconciliation, 
specify what procedures will be per- 
formed, especially with respect to 
the payee and the endorsement of 
cancelled checks. 
@ Be aware of three key facts about 
your risk in compilation engagements: 

m The potential for fraud exists on 
all engagements. 

mw Although SSARSs clearly state 
that a compilation cannot be relied 
upon to disclose fraud and that it is 
not your responsibility, the public’s 
perception often is different. 

m There’s a growing trend of liti- 
gation against accounting firms. 


A few minutes of care and explana- 
tion can protect your firm from liti- 
gation and damage to its reputation. 
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$1,000,000 


New Billing in 
Four Years! 





After working for Ernst & Young for 


{ y three years and then as a controller for two 
; | years, Troy Patton decided it was time to be 
: on his own. At the end of 1996, Troy took 


the plunge and started his own practice with 
zero clients. Troy comments; “We didn’t do 
much with accounting and tax clients ini- 


Success Story tf 5 | m@ tially, and to be frank we did struggle a bit. I 
| was doing the marketing myself, but I really 
of two thousand | did not have a plan. After one year we had 


only $28,000 in billing, so I knew we needed 


Troy Patton, CPA | °° «. ke 
Indianapolis, TWN a = |. In May of 1999, Troy contacted KG and 


attended their three-day Practice Develop- 
ment Seminar in July of that year. “Our origi- 
nal goal was to pick up more business 
outside of the tax season. We had some write up clients, but just didn’t know how to go out and obtain new ones.” Under Plan 
L, the Practice Development Seminar, Troy indicated they were successful in obtaining many new clients. Shortly thereafter, they 
made the decision to upgrade me NCI's| Client Acquisition Program. “We decided to do a multiple office approach and had 
hire three sales representatives, one for each office.” 





“Just from the clients obtained using the Xfenl system, we’ve added $1,000,000 in annualized billing. In addition to this, we 
acquired another $1,000,000 from acquisitions.” 


Troy also indicated they were successful in signing up small to medium sized business clients and then cross selling them 
financial planning. All told, Troy expects gross annual revenues for accounting services to exceed 2.5 million this year. “One of 
the great things about S{@ EY program is it gets you to really focus on what you are doing.” 





Today, Frontier Financial Consultants will do about 6.4 million between accounting, tax, financial planning and other business 
services. “I give much of the credit for our tremendous growth to and their format. We have used many of the techniques 
they taught us to grow all other aspects of our business.” With \1 offices and growing, I asked Troy what has been his greatest 
challenge since starting the program. “Making sure the growth doesn’t get away from us has been a concern.” How do you deal 
with that? “We provide incentives to each accountant that manages an office.” 


Troy presently employs six client service representatives, all trained by INCI § that are actively engaged in building the firm. 


Do you have any parting words of wisdom? “Don’t be penny wise and pound foolish. If you are going to commit to 
_ something, commit to being the best and use as an opportunity to become the best you can be.” 


OFT today, 1-888-New Clients (1-888-639-2543) 
and find out how you can become our next 
Troy Patton. Visit our website at 


www.newclientsinc.com. You too can be a 
PTT ikea) §4ouccess Story! 








answers fast, turn to 


manual 


Over the years, the AICPA’s 
Accountant’s Business Manual 

has been the trusted, one-stop resource 
for thousands of CPAs who need quick 
answers on a wide array of business, 
legal, financial and tax questions that 
arise in everyday work. 


Now the completely updated edition 
helps you address questions on the 
impact of latest trends and developments 
in employee retirement and deferred 
compensation plans, social security 
planning, business valuation, 
employment 
regulations, human 
resources, estate 
and trust 
planning and 
much more. 
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LL.M., CPA; Andy Biebl, CPA; and Bob 
Ranweiler, CPA, lend their expertise to 
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Semi-annual product updates are shipped 
automatically with a 60-day return policy. 
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m You do not issue your review re- 
port for a significant period of time after 
obtaining a management representation 
letter upon completion of inquiry and 
analytical review procedures. 

w A material event occurs after the 
completion of inquiry and analytical 
review procedures, including obtain- 
ing the original management repre- 
sentation letter, but before issuance 
of the report on the reviewed finan- 
cial statements. 

In cases where a former client asks 
a predecessor accountant to reissue his 
or her report on the financial state- 
ments of a prior period—and those 
statements are to be presented ona 
comparative basis with reviewed finan- 
cial statements of a subsequent peri- 
od—the predecessor accountant 
should obtain an updating representa- 
tion letter from the management of 
the former client. 

SSARS no. 12 also revises SSARS 
no. 1 to provide guidance on re- 
stricting the use of reports issued 
pursuant to SSARSs. The term gener- 
al use applies to compilation and re- 
view reports that are not restricted 
to specified parties, while restricted use 
applies to reports that are intended 
only for specified third parties. Re- 
strictions on the use of a report may 
arise, for example, from the purpose 
of the report and the potential for it 
to be misunderstood when taken out 
of context. Restrict the use of a report 
when its subject matter, or the pre- 
sentation being reported on, is based 
on measurement or disclosure criteria 
contained in contractual agreements 






and/or your insurer. 






management about them. 





PRACTICAL 





review engagement. 





January 2006 


> Establish a written understanding with the client about the nature 
and limitations of all engagement services to be performed. 


> Report any suspected fraud or illegal acts involving senior 
management to a higher level, and consider consulting legal counsel 


COMPILATIONS/REVIEWS 


A supplementary exhibit containing 
requirements for consideration of 
fraud and illegal acts is available at 


www.aicpa.org/download/pubs/ 
jofa/madray.doc. 





or regulatory provisions not in con- 
formity with GAAP or OCBOA. 
Also consider informing your client 
that restricted-use reports are not in- 
tended for distribution to nonspeci- 
fied parties, even when they are 
included in a document containing a 
separate general-use report. In estab- 
lishing the terms of the engagement, 
the new guidance does not preclude 
your reaching an understanding with 
the client that the client and the spec- 
ified parties will distribute it only to 
parties identified in the report. You 
are not responsible for controlling a 
client’s distribution of a restricted-use 
report, though the report should be 
worded to alert readers to the restric- 
tion on its use. 

SSARS no. 12 revises SSARS no. 2, 
Reporting on Comparative Financial State- 
ments (AICPA, Professional Standards, 
volume 2, AR section 200.25—.26), to 
allow a successor accountant to report 
on the restatement adjustment of pri- 
or-period financial statements while 
indicating that a predecessor accoun- 
tant reported on the financial state- 
ments of the prior period before 
restatement. The previous guidance 
precluded the successor accountant’s 
reporting on the restatement adjust- 
ment only. a 





> If you find misstatements in financial statements you must make 
specific inquiries and obtain specific written representations from 


> You should document in the workpapers any fraud-related 
information you communicate to management in a compilation or 
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The difficulty of crafting a quality disclosure. 


The MD&A Challenge 


BY DONALD Fic ceive Ieee 


less than a clear and candid disclosure. 

For the past two years the staff of the 
SEC’s Division of Corporation Finance 
has frequently told SEC-reporting com- 
panies that their MD&A disclosures fell 
short of the staff’s expectations, highlight- 
ing the degree of the problem by encour- 
aging companies to throw their existing 
MD&A templates “out the window.’ 

This article focuses on the process-ori- 
ented issues that impede robust, quality 
MD&A. These issues will resonate with 
CPAs who work for SEC-reporting 
companies and have a role in or responsi- 
bility for drafting these disclosures. 
Awareness of these issues, combined with 
the suggestions made throughout this ar- 
ticle, will help CPAs raise the quality of 
their company’s MD&A in future period- 
ic reports and other SEC filings. Higher 
quality should translate into more com- 
plete, candid and accurate disclosure, re- 
sulting in reduced liability exposure 
under federal securities laws. 


THE ART OF MD&A 
In light of the SEC staff’s mandate under 
the Sarbanes-Oxley Act to examine the 
filings of SEC-reporting companies not 
less than every three years, CPAs soon 


nnual report season is upon us. In the coming weeks CPAs in public 
companies across the country will face the difficult task of helping ex- 
ecutives draft “management’s discussion and analysis of financial condition and 


results of operations,” better known as MD&A. As if the stakes weren’t already 


high enough, in August 2005 the SEC filed civil fraud 
charges against the former CEO and CFO of Kmart Corp. 
alleging the MD&A in a 2001 quarterly report provided 










may find themselves on the receiving end of a staff com- 
ment letter reflecting the importance the SEC places on 
MD&A as demonstrated by its lawsuit against the former 
Kmart officers. In December 2003 the SEC staff issued a 











The purpose of MD&A is to provide an analysis 
of a company’s business, results of operations 
and financial condition “through the eyes of 4 
management.” 
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release that provided fairly detailed guidance on how to 
craft MD&A disclosures. It emphasized points relating to 
presentation, content and focus, including specific sugges- 
tions to 

mw Use an executive-level summary or overview that 
provides foundational information for the remainder of 
the text. 

@ Layer information. 

mw Use headings that help readers follow the flow. 

w Avoid repetition and overly lengthy disclosure, reflect- 
ing inadequate filtering of nonmaterial information. 

m Use clear, understandable language. 

m Go beyond an analysis of intermediate cause-and-ef- 
fect relationships influencing period-over-period operating 
results or financial condition to address the root or underly- 
ing causes. 

m Focus on key indicators of a company’s performance 
and financial condition (in the form of financial and nonfi- 
nancial measures—be they industry or company-specific or 
reflective of market conditions). 

When I first read the December 2003 release, it remind- 
ed me of a handout one of my teachers gave me in elemen- 
tary school on how to write an effective report. I spotted 
some clear parallels: Inform the reader at the outset of ma- 
jor themes or points; provide necessary foundational infor- 
mation so the additional detail later in the report can be 
fully understood; use topic sentences and paragraph breaks 
tied to those topic sentences; use active voice; vary sentence 
length to keep the reader interested; and make sure cause- 
and-effect relationships are clear. 







time when the SEC’s Division of Corporation Finance is in- 
_ creasingly unhappy with the quality of these disclosures, and 

in the wake of civil fraud charges against the former CEO 

and CFO of Kmart alleging the MD&A in a 2001 quarterly re- 
port provided less than a clear and candid disclosure. 


| MIN DECEMBER 2003 THE SEC STAFF ISSUED a release that 
provided guidance on how companies should craft MD&A 

_ disclosures. Among other things it encouraged them to layer 

_ information, use headings to help readers follow the flow, 
use clear language and go beyond intermediate cause-and- 
effect relationships to address the underlying causes. 


@ THE RELEASE ENCOURAGED COMPANIES TO THROW out 


steptoe.com. 
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The allegations against the former Kmart officers show how less-than- 
forthcoming disclosures can expose a company to SEC or private litigation. 


EXEC Y ieee 
1 CPAs HELPING COMPANIES DRAFT THEIR MD8A do so at a 


disclosure that is valuable to investors. ; 


DONALD H. MEIERS is a partner with the law firm of Steptoe Ronan LLP in “Washington, D 2 oe ame 
ness Solutions group. His practice focuses on securities law matters and corporate finance. His e-mail addr 


If the keys to crafting robust, quality MD&A disclosure 
are no different than those required for other forms of ef- 
fective writing, is the subject matter itself the problem? The 
purpose of MDW&A is not complicated—it’s to provide an 
analysis of a company’s business, results of operations and fi- 
nancial condition “through the eyes of management.” In 
other words, the subject matter is one management should 
know better than anyone. So why is it that financial ana- 
lysts’ reports are often more insightful than the company’s 
own MD&A? 

Without question a significant concern is the reluctance 
of public companies to disclose what they see as competi- 
tively sensitive information. Yet when asked why particular 
information is sensitive, company representatives often will 
concede the information already is widely known among 
industry peers. Characterizing the information as competi- 
tively sensitive frequently amounts to little more than a nat- 
ural resistance to acknowledging the company is not doing 
well. For example, a company with declining revenues may 
be willing to confirm it is in a contracting industry but 
generally won’t want to reveal it is losing market share or 
explain the underlying causes out of fear peer companies 
will seize on such an admission in a way that will result in a 
loss of customers. 

The SEC’s allegations in the civil complaint against the 
former Kmart officers suggest this was the issue in the com- 
pany’s quarterly report. It also highlights how less-than- 
forthcoming disclosures can expose a company to SEC of 
private litigation that alleges a disclosure is materially in- 
complete or inaccurate. In the Kmart complaint, the SEC 
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their existing MD&A templates and avoid using ; a prior period 
MD&A as a Starting point for drafting ; anew one. Doing SsO- 
makes it more likely the company will create a hel quality 


B HAVING T00 MANY PEOPLE INVOLVED IN PREPARING aoe 
MD&A can undermine efforts to craft a robust disclosur | 
The final version may lack a single voice, show poor organiza-_ 
tional flow and inadequately fi filter out nonmaterial: information. ae 
@ CPAs CAN HELP “FLEX” THE MD&A DISCLOSURE by (one re 
ing on examining cause-and-effect relationships and testing 
whether available data support the qualitative statements, _ 
thereby eliminating material omissions and ee the 
overall quality. ty 
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alleged that “instead of candidly admitting the fact of an ill- 
advised overbuy [of inventory] and the significant impact it 
had on the company’s liquidity, [the former officers] dealt 
with Kmart’s liquidity problem by secretly slowing down 
payments owed vendors,” many of whom stopped shipping 
their products to Kmart. 

In my experience the concern about disclosing competi- 
tively sensitive information can, in almost all instances, be 
overcome by simply dedicating more time and care to 
phrasing the portion of the MD&A text touch- 
ing on that information. This can be done 
without undermining the objective of 
providing complete, accurate, candid 
and transparent disclosure. 

So, what is the real problem? 
Based on my experience helping 
SEC-reporting companies pre- 
pare MD&A disclosure, I believe 
the stumbling blocks are related 
to the process companies use to 
draft the disclosure. The most 
common mistakes—and some 
suggestions for avoiding them— 
are described below. 

Don’t use a prior-period MD&A 
as a starting point. By encouraging 
companies to throw their existing 
MD&A templates out the window, 
Alan Beller, who heads the SEC’s Di- 
vision of Corporation Finance, tacitly 
acknowledged that some companies 
use the MD&A from a prior period 
report as the starting point for the 
current one. The common practice 
of providing narrative disclosure of 
(and period-over-period percentage 
changes in) income statement line- 
item amounts—information anyone 
can readily glean by reviewing the fi- 
nancial statements themselves—is testi- 
mony to the tendency to shortcut the 
drafting process by simply plugging 
updated numbers into otherwise un- 
changed text. If the prior period report included a perfunc- 
tory explanation of the factors contributing to the 
period-over-period changes, those working on the current 
report may conclude the explanation is still relevant and 
leave the text unchanged. 

This minimalist, “why reinvent the wheel?” approach is 
rooted in the view that the company does business in a ma- 
ture industry characterized, in the short term, by little 
change. While there is wisdom in considering market dy- 
namics from a longer-term perspective, there are few, if any, 
companies today whose businesses are not influenced daily 
by general economic conditions, global or regional market 
forces and other factors. The minimalist approach repre- 
sents the antithesis of what the SEC staff believes investors 
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Management can and 
should articulate the 
key disclosure themes .- 
to those drafting the 
MD&A even before 
the company’s 
financial statements 
are available 
internally. 


FINANCIAL REPORTING 


would consider a high-quality disclosure and is completely 
unacceptable in the current climate. 

Avoid sticking too close to the financial statement 
“script.” In the December 2003 release, the staff encour- 
aged “early top-level involvement” by management in 
identifying the key disclosure themes and items that should 
be included in a company’s MD&A. As the release says, 
companies today have access to and use substantially more 
detailed and timely information about their operating per- 

formance and financial condition than they did 

10 years ago. With this relative wealth of 
real-time information, management 
knows, or at least has a good feel for, 
the market dynamics, trends and 
factors currently influencing (or 
expected to influence) a compa- 
ny’s operating results and finan- 
cial condition. Accordingly, 
management can and should ar- 
ticulate the key disclosure 
themes to those drafting the 

MD&A even before the compa- 

ny’s financial statements are avail- 
able internally. 

For CPAs creating the first draft 
of the MD&A, doing so without the 
financial statement information may 
seem counterintuitive. Nonetheless, I 
frequently suggest drafters prepare the 
executive overview or summary sec- 
tion, which lays the foundation for 
the remainder of the MD&A, without 
including any quantitative informa- 
tion. This suggestion is typically met 
with resistance. People aren’t comfort- 
able moving so dramatically away 
from the traditional approach of let- 
ting the financial data drive the disclo- 
sure. But “reverse-engineering” the 
MD&A by developing key disclosure 
themes and then using financial state- 
ment and other quantitative data to il- 
lustrate or confirm those themes is a 
far more effective way to ensure the disclosure gives in- 
vestors the context they need to understand the financial 
information being presented. 

Be sure to consult or “circle back”’ with sources. Good 
MD&A disclosure requires active participation and input 
from a variety of disciplines in a company, including opera- 
tions, finance, accounting and legal. Portions of the initial 
draft may come from multiple sources and be assembled by 
one or more persons, typically in a company’s accounting 
department. The number of people involved increases if the 
company has multiple business areas or segments. 

From my experience, all of the personnel who con- 
tribute information to the initial draft are not kept in the 
loop throughout the drafting and review process. As a re- - 
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Having too many people involved in preparing the MD&A can undermine 






sult, the accounting personnel who may have overall re- 
sponsibility for the MD&A often find themselves being 
asked questions about the proposed disclosure—by the 
company’s disclosure committee, board of directors, exter- 
nal auditors or outside counsel—that they are not able to 
answer. If these questions come late enough in the process, 
they easily can lead to some of the problems the SEC staff 
identified in its release. 

For example, explanations of cause-and-effect relation- 
ships influencing a company’s operating results or financial 
condition may address only intermediate causes. CPAs may 

_not have an opportunity to bring to management’s atten- 
tion any internal company or market data at odds with one 
or more aspects of the MD&A narrative. And they may not 
have the opportunity to draft the clearest and most under- 
standable text addressing technical or relatively complex ac- 
counting matters, such as a company’s risk management 
activities, including its use of derivatives. 

Don’t allow too many cooks in the kitchen. Having too 
many people involved in preparing the MD&A can under- 
mine efforts to craft a robust disclosure. None of the con- 
tributors of information or draft text will take ownership of 
the entire document and some will be reluctant to provide 
critical feedback about others’ contributions. Such reluc- 
tance will increase as the draft progresses. As a result the fi- 
nal version may lack a single “voice” or writing style, show 
poor organizational flow, lack a layering of information or 
inadequately filter nonmaterial information. 

The involvement of a disclosure committee, typically 
composed of senior management, in reviewing the MD&A 
does not appear to make a noticeable difference to the 
process. This may be because committee members perceive 
that, at the point they review the draft, too great an invest- 
ment of time has been made to make drastic or fundamen- 
tal changes, particularly when they did not participate in 
some or all of the meetings that led to the draft under re- 
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a company’s efforts to craft a robust, quality disclosure. ° 


view. It also may be a function of the disclosure committee 
itself having too many members. 

While the suggestion to avoid involving too many 
“cooks” may seem at odds with the earlier suggestion to 
keep all sources of information in the loop during the 
drafting and review process, this is not the case. Personnel 
with primary responsibility for the company’s MD&A need 
to understand that they must take full ownership of the dis- 


closure as if they were providing the certification Sarbanes- 


Oxley now requires of CEOs and CFOs—with the 
accompanying liability. In so doing these individuals should 
ensure they completely understand the information provid- 
ed by other sources within the company while taking 
greater control of the integrated draft as it evolves. 

Double-check linkage between business description and 
MD&A. An SEC-reporting company tends to prepare the 
description of its business to be included in the annual re- 
port in advance of the MD&A. Work on the MD&A typi- 
cally awaits the internal releasé of the company’s financial 
statements. The SEC’s acceleration of the deadlines by 
which companies must file periodic reports has made it in- 
creasingly important to complete work on sections not sig- 
nificantly tied to the financial statements before the internal 
release. This enables company personnel to dedicate more 
time to crafting the MD&A during the relatively short 
window of time between the financial statement release and 
the due date for filing the periodic report. 

In working with SEC-reporting clients on their annual 
reports, I have suggested they view the business description 
as the equivalent of the balance sheet and the MD&A as the 
income statement. While the analogy may not be perfect, it 
highlights the importance of a close linkage between these 
two sections of the annual report. This is particularly true if 
the business description addresses topics such as key indus- 
try trends and how they influence the company’s growth 
strategy and competitive position. 

Robust MD&A disclosure should elaborate on the actu- 
al or anticipated financial implications of the trends, events, 
commitments and uncertainties that underlie the compa- 
ny’s growth strategy and competitive position, as discussed 
in the business description. However, a cross-check of 
these two sections, and the natural iterative evolution of 
the disclosure in each based on this cross-check, often sim- 
ply does not occur. At the time the company circulates the 
initial MD&A draft for internal review, the reviewers may 
see the business description as etched in stone and not sub- 
ject to further revision. As a result, the disclosure in these 
sections tends not to reflect the necessary degree of inte- 
gration, taking away from the effectiveness of the “analy- 
sis.” In addition the report tends to be characterized by 
unnecessary repetition, which obviously adds nothing to 


investors’ understanding. (continued on page 66) . 
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Check other public disclosures. The SEC’s MD&A re- 
lease emphasized the importance of evaluating whether 
information in a company’s other public disclosures (press 
releases, analyst briefings, Web site information and the 
like) should be reflected in the MD&A, either because the 
information falls within the MD&A disclosure require- 
ments or because omission would make the filing incom- 
plete or misleading. When reviewing a company’s 
periodic reports, the SEC staff apparently looks more 
closely at these other public disclosures. Companies should 
adopt procedures to ensure they evaluate their other pub- 
lic disclosures as a matter of course. In my experience 
most companies typically limit this evaluation to deter- 
mining whether a matter covered by some other public 
disclosure is material or otherwise appropriate to be in- 
cluded in the MD&A. This approach often does not in- 
clude assessing whether the level of detail in the MD&A is 
comparable with that of an earlier press release or is other- 
wise sufficient to provide readers a complete understand- 
ing of the matter. 

Flex the MD&A disclosure. In the accounting profes- 
sion, it’s common for CPAs to “tick and tie” financial data. 
Accountants check essentially every figure or percentage in 
the MD&A against the financial statements, ensuring that 
columns of figures foot. This is a painstaking but largely 
mechanical process. 





A far more challenging task is flexing the MD&A nar- 
rative disclosure. This entails a concentrated focus on ex- 
amining asserted cause-and-effect relationships and testing 
whether available data support the qualitative statements. 
Flexing the MD&A, a skill for which CPAs have a natural 
proclivity, is critical to the effort to eliminate any state- 
ments or omissions that 20/20 hindsight may show to be 
inaccurate or incomplete in some material respect. 


The SEC’s civil complaint against the former Kmart offi- 
cers should serve as a wake-up call about the increasing im- 
portance the SEC staff and investors place on MD&A 
disclosure. The media have commented on the unusual na- 
ture of the complaint, which does not allege the financial 
statements in Kmart’s periodic report were false or mislead- 
ing. However, a senior representative of the SEC enforce- 
ment staff has made it clear the commission has a long 
history of enforcing the law to prevent use of the MD&A 
section to mislead investors. 

Alan Beller has signaled that if SEC-reporting companies 
don’t dramatically improve their MD&A disclosures, his di- 
vision may move forward with an MD&A rule making. 
Public companies should move now to address process-ori- 
ented and other stumbling blocks to producing robust, 
quality MD&A disclosure. Ez 
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CPAs should understand how U.S. and foreign accounting standards 
influence each other. 


Convergence: 
In Search of the Best 


BY DON HERRMANN AND 
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sk CPAs to name a top priority in the development of accounting 


standards, and some will answer, “Convergence.” Many others, 
though, will say the quest for global standards has little relevance for them. 
But international accounting standards and U.S. GAAP increasingly influence 
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each other, making it important for all CPAs to understand 
how FASB’s conforming a U.S. GAAP standard to an inter- 
national financial reporting standard (IFRS) can significantly 
affect American companies—whether or not they do busi- 


ness internationally. 

The cross-fertilization that’s go- 
ing on is the result of an agreement 
between the Financial Accounting 
Standards Board (FASB) and the 
International Accounting Stan- 
dards Board (IASB) to make their 
existing financial reporting stan- 
dards compatible with each other 
to better respond to the complexi- 
ty of the world’s markets (See 
“The Urge to Converge,” page 
70). The IASB and FASB have 
taken a flexible approach to con- 
vergence and are focusing on issu- 
ing standards of the highest quality 
possible, regardless of where the 
principles underlying them origi- 
nated. To illustrate their method, 
we'll look at the evolution of re- 
cent changes in FASB and IASB 
guidance on various aspects of ac- 
counting affecting the lower por- 
tion of the income statement. 


VAC ea CL 
Setters Achieve Convergence 


a IFRSs converge to U.S. GAAP. 
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= Compromise between U.S. 
GAAP and IFRSs. 
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Once a modification to a reporting standard is agreed 
upon, it’s crucial for firms and companies to promptly dis- 
tribute the news to their staffs. Therefore, this article also 
offers practical tips on effectively communicating the latest 


convergence guidance to CPAs in 
companies and firms. 


QUALITY TRUMPS FAMILIARITY 

In developing high-quality account- 
ing standards, standard setters may 
opt for either FASB or IASB guid- 
ance. If neither is adequate, they may 
emulate a third jurisdiction’s standard 
or develop a completely new rule. 
The approaches FASB and the IASB 
have taken to income below continuing 
operations aptly illustrate this flexible 
and quality-focused convergence. In- 
come below continuing operations 
includes discontinued operations, ac- 
counting changes and extraordinary 
items. To achieve the best guidance 
on these topics, FASB and the IASB 
decided to converge IFRSs to U.S. 
GAAP in one instance and US. 
GAAP to IFRSs in another. In the 
third, they developed a new ap- 
proach altogether. (continued on page 70) 
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The IASB and FASB are focusing on issuing standards of the highest quality 
possible, regardless of where the principles underlying them originated. 
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IFRSs CONVERGE TO U.S. GAAP: 
DISCONTINUED OPERATIONS 
In developing their respective po- 
sitions on this subject, FASB and 
the IASB reviewed their pro- 
nouncements—FASB Statement 
no. 144, Accounting for the Impair- 
ment or Disposal of Long-Lived As- 
sets, and International Accounting 
Standard (IAS) 35, Discontinuing 
Operations—and jointly conclud- 
ed that Statement no. 144 con- 
tained the preferable and more 
recent guidance. In this instance, 
U.S. GAAP did not change, and 
there were no unusual develop- 
ments of significance to CPAs. 
Originally, IAS 35 had defined 
a discontinuing operation as a 
component that the enterprise 


The Urge to Converge 


Ata joint meeting in September 2002, the 
Financial Accounting Standards Board 
(FASB) and the International Accounting 
Standards Board (IASB) entered into a 
memorandum of understanding (www.fasb. 

org/news/memorandum.pdf) formalizing 
their commitment to converge on a single 


set of accounting standards. The FASB and 
IASB pledged to make their existing finan- _ 


cial reporting standards fully compatible 
and to coordinate their future work pro- 


_ grams to maintain that compatibility. The 


SEC supports these efforts and has suggest- 


ed it will elimin te its requirement | that for- 
eign private. issuers reconcile all IFRS-based _ 
- financial statements to Us, S. GAAP (www. 





Under Statement no. 144 
(www.fasb.org/pdf/fas144. pdf), 
discontinued operations are no 
longer measured on a net realiz- 
able value basis, and future op- 
erating losses are no longer 
recognized in a period before 
they actually occur. A compo- 
nent of an entity includes opera- 
tions and cash flows that can be 
clearly distinguished from the rest 
of the entity operationally and for 
financial reporting purposes. This 
entity component may be an op- 
erating segment, a reporting unit 
defined as one operating unit be- 
low an operating segment, a sub- 
sidiary or a group of assets. 

To improve its guidance on 
this topic, the IASB issued IFRS 


was disposing of or terminating 
through abandonment, that rep- 
resented a major line of business or geographical area of op- 
erations, and that could be distinguished operationally and 
for financial reporting purposes. 

The IAS had required a discontinuing operation to be 
separately disclosed on the earlier of the dates on which an 
enterprise entered into a binding sale agreement for sub- 
stantially all of the assets attributable to the discontinuing 
operation or its board of directors approved a detailed for- 
mal plan for the discontinuance and for making an an- 
nouncement of the plan. 





_ sec. Nee hen a htm). 


5, Non-current Assets Held for Sale 
and Discontinued Operations (www. 
iasb.org/uploaded_files/documents/8_63_ifrs05-sum.pdf), 
which generally converges with Statement no. 144. Like 
that statement, the IASB’s new guidance requires the results 
of operations that form a major line of business or area of 
geographic operations to be presented as discontinued 
when those operations were disposed of or when the assets 
in the operations were classified as “held for sale.” 

Under IFRS 5, discontinued operations are reported 
when a component of an entity has been disposed of or is 
being held for sale and the entity will not have any signifi- 















@ THE CONVERGENCE AGREEMENT BETWEEN FASB and the 
IASB is significantly affecting U.S. and international finan- 
cial reporting. 


@ THERE IS NO SINGLE PATH TO CONVERGENCE, but an 
open-minded pursuit of the highest quality guidance should 
result in standards that foster superior financial reporting. 


B CONVERGENCE WILL REQUIRE CHANGES in both U.S. and 
international standards. 


@ INTERNATIONAL STANDARDS MAY CHANGE to follow ac- 
counting standards in a particular country. For example, in- 
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ternational accounting standards resemble U.S. standards 
in accounting for discontinued operations. 


@ U.S. STANDARDS ARE NOT ALWAYS SUPERIOR to interna- 
tional standards. For the reporting of accounting changes, 
for example, U.S. standards are converging toward interna- 
tional standards. 


lM CONVERGENCE DOES NOT ALWAYS RESULT IN the adop- 
tion of either U.S. or international standards, as is cur- 
rently the case for extraordinary items. In some instances, 
the eventual solution may be convergence to a third, supe- 
rior approach. 





cant continuing involvement in the 
component’s operations after the dis- 
posal transaction. If either criterion 
is not met, the component’s opera- 
tions are reported under continuing 
operations. 

The definition of a component of 
an entity that can be classified as dis- 
continued under IFRS is similar to 
but narrower than that under U.S. 
GAAP, but the IASB intends to con- 
tinue to work with FASB on further 
convergence. The requirements re- 
lating to the timing of the classifica- 
tion of discontinued operations are 
also substantially the same as those 
under U.S. GAAP. 


U.S. GAAP CONVERGES TO IFRSs: 
ACCOUNTING CHANGES 
This example demonstrates how the 
influence of international GAAP can 
improve U.S. GAAP—a process 
CPAs should stay abreast of and un- 
derstand. In the United States, com- 
panies previously followed APB 
Opinion no. 20, which required that 
changes in accounting principle gen- 
erally be recognized by including the 
cumulative effect of changing to a 
new accounting principle on the last 
line prior to net income (that is, a 
current-period approach). Opinion 
no. 20 identified—and required ret- 
rospective restatement for—numer- 
ous specific exceptions to this rule, 
including a change from Lifo, a 
change in the method of accounting 
for long-term construction con- 
tracts, a change to or from the full- 
cost method in the extractive 
industries, issuance of public finan- 
cial statements for the first time or a 
change to a new professional stan- 
dard requiring retroactive restate- 
ment. As it turned out, Opinion no. 
20’s treatment of these exceptions 
was the same as that required under 
IFRSs for all accounting changes, 
and it set the stage for U.S. GAAP’s 
ultimate convergence with interna- 
tional standards in this context. 
Under IAS 8, Accounting Policies 
and Changes in Accounting Estimates 
and Errors (www.iasb.org/uploaded_ 
files/documents/8_63_ias08-sum. 
pdf), a change in accounting policy 





should be applied retrospectively, 
and the cumulative effect of the ad- 
justment should be reflected in the 
opening balance of equity for the 
period. This approach is superior to 
past U.S. GAAP because it improves 
comparability over time and ex- 
cludes from current income the ef- 
fects of accounting changes relating 
to prior periods. 

Because FASB had identified re- 
porting of accounting changes as an 
area in which it could improve the 
quality of financial reporting, in June 
2005 it issued Statement no. 154, 
Accounting Changes and Error Correc- 
tions (www.fasb.org/pdf/fas154. pdf), 
which converged with the provisions 
in IAS 8. Statement no. 154 requires 
retrospective application of the direct 
effects of an accounting change, un- 
less it is impracticable to determine 
either the cumulative effect or the 
period-specific effects of the change 
(see “The Change Game,’ <JofA, 
Dec.05, page 67). The standard also 
requires that a change in deprecia- 
tion, amortization or depletion 
method be accounted for as a 
change in accounting estimate with 
a prospective application. 

FASB’s adoption of the IASB’s 
approach improves comparability of 
U.S. companies’ financial informa- 
tion between periods presented by 
requiring retrospective application of 
all comparative financial statements. 
When full retrospective application 
is not practical, the new approach 
improves comparability between 
periods by requiring that a new ac- 
counting principle be applied as of 
the earliest date possible. 

Finally, treating a change in de- 
preciation, amortization or depletion 
method as a change in estimate 
rather than as a change in principle 
better reflects the nature of this type 
of accounting change. A new depre- 
ciation method should be adopted in 
recognition of a change in estimated 
future benefits, the pattern of con- 
sumption of those benefits or the in- 
formation available to the entity 
about those benefits. Thus the effect 
of the change in depreciation 
method is inseparable from the effect 
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of the change in estimate. The new FASB standard refers to 
this as a change in accounting estimate that is the result of a 
change in accounting principle. 


WHEN COMPROMISE IS BEST: EXTRAORDINARY ITEMS 
FASB and the IASB have been unable to achieve conver- 
gence on the subject of extraordinary items. But CPAs nev- 
ertheless should stay abreast of developments because 
FASB’s guidance may change. 

Under APB Opinion no. 30, FASB continues to allow 
extraordinary-item treatment for material items that are 
both unusual in nature and infrequent in occurrence, tak- 


ing into account the environment in which the entity 
operates. In the past the most commonly reported extra- 
ordinary item under U.S. GAAP was a gain or loss on 
early extinguishment of debt. But FASB Statement no. 
145 (April 2002; www.fasb.org/pdf/fas145.pdf) eliminated 
extraordinary-item treatment for most such gains and 
losses. A company’s early extinguishment of debt must 
clearly be infrequent in occurrence to receive extraordi- 
nary item treatment. 

Among other things, extraordinary items include gains 
from the purchase of a business for less than the fair value of 
the identifiable net assets and uninsured casualty losses, sub- 


Spreading the Word 


Two practitioners—one in public account- 
ing and one in industry—share ideas for 
communicating change. 


Public Accounting 

As IFRS topic team leader in KPMG’s 
department of professional practice, 
I—along with the other members of 
my team—am responsible for staying 


can work with them on applying 
IFRSs in their education and training 
process and engage in discussions 
with them about the appropriateness 
of their application of IFRSs to their 
specific facts and circumstances. 
Here’s how we composed and dis- 
tributed advance and final notice of 
FASB Statement no. 154’s replacing 
ABP Opinion no. 20 throughout the 
firm. One method was our publica- 
tion, Defining Issues (www.kpmg.com/ 


aci/DI.htm). When FASB issued State- 
ment no. 154, we published a de- 
scription of the board’s conclusions in 
that guidance and the changes to ex- 
isting standards (that is, APB Opinion 
no. 20). We also mentioned it was a 
part of the FASB’s short-term conver- 
gence efforts with the IASB. We simi- 
larly distributed information on FASB 
Statement nos. 151 and 153, two oth- 
er short-term convergence efforts. 
And when FASB and the IASB re- 


abreast of changes in U.S. and in- 
ternational standards. The firm’s 
international financial reporting 
group in London prepares interna- ~ 
tional standards reports that are 
available to everyone in the firm. 
This information is announced in 
a weekly summary distributed 
throughout the firm. We also pro- 
vide regular updates and overviews 
in our training programs. 

The firm’s multinational clients 
sometimes face special challenges. 
It depends on which markets the 
companies file financial informa- 
tion in. Many foreign markets 
currently permit the use of U.S. 
GAAP financial information, but 
many are considering moving 
more to the use of IFRS financial 
information. As this process 
evolves, it will place an increased 
emphasis on the need for FASB 
and the IASB to work towards 
greater convergence of USS. 
GAAP and IFRSs. 

As far as the roles of auditors or 
accountants are concerned, we 
cannot do the accounting or con- 


version for SEC audit clients. We GAAP and IFRSs. 
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Paul H. Munter, CPA, of KPMG LLP in New York, 
says foreign markets’ increasing use of IFRS- 
based financial information will emphasize the 
need for FASB and the IASB to converge U.S. 


leased their business combinations 


project by the boards), we released 
a description of the proposals in 
the exposure drafts and the boards’ 
convergence efforts. 


KPMG LLP New York. 


Industry 

Iam responsible for corporate ac- 
counting and analysis of selected 
financial results for Chevron. The 
company’s accounting policy and 
external reporting staff, headed by 
the assistant comptroller, is re- 
sponsible for following changes in 
USS. and international accounting 
standards. The company has a 
dedicated internal Web site that 
employees refer to for details on 


formation about accounting poli- 
cies, practices and procedures or 
the proper recording of a particu- 


ee 


exposure drafts (joint convergence © 


—Paul H. Munter, partner, — 


all major income statement and 
balance sheet accounts and for in- | 


lar item. The CFO, comptroller — 
and others also issue frequent e- _ 
mail messages to accounting and > 
finance managers to further com- _ 
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ject to certain restrictions. Also, losses arising from the ter- 
rorist attacks on September 11, 2001, were not allowed ex- 
traordinary-item treatment by the FASB’s Emerging Issues 
Task Force due to the perceived difficulty of measuring the 
portion of losses directly attributable to the tragic event 
(EITF Issue no. 11-10). And the devastation wrought by 
Hurricanes Katrina and Rita might fail to qualify as extra- 
ordinary events because they were natural disasters “reason- 


United States would under IFRSs be included in the in- 
come statement as special items in ordinary income. For in- 
stance, the loss of assets due to expropriation by a foreign 
government would be treated as an extraordinary loss under 
U.S. GAAP and would be reported on the income state- 
ment, net of tax benefit, on the last line before net income. 
But a U.K. company filing under IFRSs would report the 
same situation higher on the income statement, as a loss be- 


ably expected” to reoccur. 


In its 2003 Improvements Project, the IASB prohibited 
the reporting of extraordinary items on the income state- 
ment. Items that might be presented as extraordinary in the 
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fore tax and as a component of ordinary income. 





Ronald J. Susa, CPA, of Chevron Corp. in San Ramon, Calif., says the company’s 


accounting and analysis staff work closely with internal and external auditors to 
ensure compliance with accounting policies and procedures. 


municate policy matters through- 
out the organization. 

Overall, multinational companies 
do not face insurmountable special 
challenges from convergence. We 
operate under a single, standard ap- 
proach to ensure common account- 
ing policies and practices. That’s not 
to suggest there aren’t unique local 
reporting and compliance require- 
ments that need to be addressed in 
certain jurisdictions. And there is 
the challenge of ensuring that com- 
munication is received and under- 
stood in a company that operates in 
over 180 countries. 

We work very closely with both 
our internal and external auditors 
to ensure compliance with account- 
ing policies and procedures. This 


has been especially true since the 
emergence of Sarbanes-Oxley sec- 
tion 404 internal control require- 
ments. To be clear, the auditor’s role 
is one of review, as opposed to con- 
sulting or actual policy develop- 
ment and deployment. 

FASB Statement no. 123(R), 
Share-Based Payment, is an example 
of a policy conformance issue 
Chevron recently implemented. In 
addition to the communications 
methods I mentioned earlier, the 
company also held special meet- 
ings to discuss specific implemen- 
tation issues. 

—Ronald J. Susa, manager, 
corporate accounting and analysis, 
comptroller’s department, 

Chevron Corp., San Ramon, Calif. 








In a current joint project on financial performance re- 
porting by business enterprises, FASB and the IASB are 
working toward simultaneously issuing identical standards 


that include consideration of the presen- 
tation of extraordinary items. The project 
addresses the presentation of informa- 
tion within financial statements, includ- 
ing the income statement in general and 
income below continuing operations 
and extraordinary item presentation in 
particular. The boards have tentatively 
concluded that a single statement of 
earnings and comprehensive income 
should be presented and that a subtotal 
of net income should be retained. But 
no decision has been reached as to 
whether extraordinary items would be 
retained as a separate category within 
this statement. 


The analysis of these situations reveals 
that convergence of accounting standards 
has affected and will continue to affect 
U.S. CPAs. Even those who have no di- 
rect interest in IFRSs will have to heed 
changes in U.S. GAAP that result from 
IFRSs. Those who want an early warning 
of potential changes in GAAP should 
keep an eye on developments at the [ASB 
as well as at FASB. a 


Educate your staff on how 
developments in other 
jurisdictions’ standards might 
affect U.S. GAAP. 


Put someone in charge of 
tracking changes in U.S. and 
international standards and 
informing staff of them. 


Use Web sites, print 
newsletters and e-mail to 
communicate new 
developments to staff. 
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TAX CASES 


Can Trusts Deduct Adviser 
Fees? 


any trust fiduciaries incur invest- 

ment adviser fees while adminis- 
tering the trust. To reduce taxable 
income, the trustee wants to deduct 
these costs against trust income—but 
the courts are split on the issue. The 
Tax Court recently was asked to re- 
consider the question. 

Henry Rudkin established a testa- 
mentary trust with the proceeds of the 
sale of his business, Pepperidge Farm, 
to Campbell Soup Co. The trustee 
hired Warfield Associates Inc. to pro- 
vide investment advice, and then de- 
ducted payments to Warfield of 
$22,241 on the trust’s 2000 income 
tax return. The IRS rejected the de- 
duction on the grounds the expendi- 
ture was a miscellaneous itemized 
deduction subject to the 2% floor. 

Result. For the IRS. A trust calcu- 
lates income the same way an individ- 


Take the Money and Run 














Tax Matters 


ual does. It can deduct IRC section 62 
expenses from its gross income to ar- 
rive at adjusted gross income and is 
then permitted the section 63 itemized 
deductions from adjusted gross income. 
Section 67 limits miscellaneous 
itemized deductions to expenditures in 
excess of 2% of adjusted gross income. 
Section 67(e) exempts from this 2% 
floor “costs that are paid or incurred in 
connection with the administration of 
the estate or trust and which would 
not have been incurred if the property 
were not held in such trust or estate.” 
All parties in Rudkin agreed the chal- 
lenged expenditure was incurred in 
the administration of the trust. The 
question was whether it was incurred 
because the trust owned the assets. 
The trustee argued that he had met 
the requirement because his fiduciary 
responsibility obligated him to hire an 
investment adviser where individuals 
are not obligated to do so. The IRS 
said that, as many individuals do hire 
investment advisers, the expenditures 
for investment advice were not in- 
curred because of the trust’s existence. 












Took the cash 
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401(k) As a Given 


One out of five (20%) companies 
automatically enrolled 
employees in 401(k) plans in 
2005, up from 14% in 2003, and 
26% provided automatic 
rebalancing of investments, up 
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The Tax Court previously had 
considered this argument in O’ Neill v. 
Commissioner, 98 TC 227 (1992), and 
ruled for the IRS. The Sixth Circuit 
Court of Appeals reversed the deci- 
sion, reasoning that fiduciaries can in- 
cur penalties for negligence if they 
failed to hire an adviser but individuals 
are not similarly penalized. Thus, the 
expenditure was incurred because the 
trust existed. 

Subsequently, the Federal and 
Fourth Circuits ruled for the IRS. In 
their opinion, the expenditures did 
not meet the requirement because in- 
dividuals commonly incur them. In 
addition a ruling in favor of the trust 
would allow a fiduciary to argue he or 
she incurred all expenditures as a result 
of his or her fiduciary responsibility 
and, thus, the ruling would nullify the 
second requirement. 

After reviewing the argument on 
both sides, the Tax Court sided with 
the Federal and Fourth Circuits and 
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the 2% floor. 

Courts continue to disagree on this 
issue, which must be settled through 
legislation or additional litigation. At 
this point taxpayers should tailor their 
position to the appeals court that 
would hear their case. 

@ William Rudkin Testamentary Trust 
v. Commissioner, 124 TC no. 19. 


Prepared by Edward J. Schnee, CPA, 
PhD, Hugh Culverhouse Professor of Ac- 
counting and director, MTA program, Cul- 
verhouse School of Accountancy, University 
of Alabama, Tuscaloosa. 


Reasonable Shareholder- 
Employee Compensation 


RC section 162(a)(1) allows compa- 

nies to deduct from income a rea- 
sonable allowance for salaries or other 
compensation for services actually 
rendered. Determining whether the 
compensation paid to a shareholder- 
employee is reasonable is a factual 
question. In some cases high compen- 
sation is used to distribute profits and 
is not really related to the services 


Tax Pros in Demand 


Of those who planned to file 
their federal tax returns online, 
more than 42% intended to use 

a professional service to help 

them do it. 





provided. Shareholder-employee 
compensation agreements must be 
closely scrutinized to ensure that a 
company’s deductions for compensa- 
tion will not be recharacterized as dis- 
guised dividends. 

The Tax Court has used both the 
“independent investor test” and the 
“multiple-factor approach” to evaluate 
whether compensation is reasonable. 
In general the independent investor 
test questions whether an inactive, in- 
dependent investor would have been 
willing to pay the amount of the dis- 
puted compensation on the basis of 
the facts of each particular case. If the 
shareholder-employees would have re- 
ceived the same amount of compensa- 
tion 1n an arm’s-length negotiation, 
the corporation’s shareholders received 
a fair return on their investments. 

The majority of circuit courts use a 
multiple-factor approach to determine 
the reasonableness of the compensa- 
tion; no single factor is controlling. 

In Miller & Sons Drywall, Inc. v. 
Commissioner, TC Memo 2005-114, 
the sole issue before the court was 
whether the company’s payments to its 
shareholder-employees were reason- 
able. The IRS argued the disallowed 
amounts for the years in question were 
disguised dividends. The company 
claimed that under IRC section 162(a) 
the total compensation was reasonable 
and, therefore, deductible. The Tax 
Court ruled the payments were rea- 
sonable for the years in issue. 

In the mid-1970s Darle Miller and 
his father entered the drywall construc- 
tion business. Darle acquired the busi- 
ness from his father and initially 
operated it as a sole proprietorship. 
The company is a subcontractor that is 
awarded jobs based on the lowest bid. 
In 1980 Darle and his brother Dean in- 
corporated the business as Miller & 
Sons Drywall Inc. In 1982 another 
brother, Rocky, purchased an interest. 
Since its inception, the company’s tax 
year has ended June 30. From July 1, 
1982, until June 30, 2000, the brothers’ 
ownership interest in the company was 
as follows: Darle Miller, 51.8%; Dean 
Miller, 24.1%; Rocky Miller, 24.1%. 

As the company’s CEO and presi- 
dent, Darle worked an average of 55 
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Most Returns, 
But Fewest Audits 


hours per week and regularly brought 
work home to estimate the cost of 
completing a job. Rocky was the 
company’s vice president and job-site 
supervisor. Dean was the company’s 
secretary/treasurer and also functioned 
as a job-site supervisor with the same 
duties as Rocky. On average Dean and 
Rocky each worked 55 to 60 hours 
per week. 

For fiscal years ending June 30, 
Miller & Sons Drywall Inc. paid the 
following amounts in base salary and 
bonuses to Darle, Dean and Rocky: 
for 1998, $300,000, $150,000 and 
$150,000, respectively; for 1999, 
$282,501, $150,000 and $150,000; 
and for 2000, $440,000, $250,000 and 
$250,000. 

In 2003 the IRS determined defi- 
ciencies for 1998 through 2000, based, 
in part, upon a partial disallowance of 
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the company’s deductions for com- 
pensation paid to Darle, Dean and 
Rocky in those three years. After con- 
cessions, the only remaining issue be- 
fore the court was the reasonable 
compensation issue. 

In determining the reasonableness 
of the company’s shareholder-employ- 
ee compensation in this case, the Tax 
Court based its analysis on an applica- 
tion of the independent investor test as 
a lens through which to view the rea- 
sonable compensation factors. It con- 
sidered nine factors and found 

m The brothers’ knowledge and ex- 
perience warranted their receiving 
high compensation. 

m The nature, extent and scope of 
their work also justified high compen- 
sation. 

m Given the size and complexity of 
Miller & Sons Drywall Inc.’s opera- 
tions, the brothers’ business methods 
and techniques directly influenced the 
company’s success. 

m The company’s success was not 
due to favorable economic circum- 
stances during the period. 

gw The company did not declare a 
dividend, and “the absence of divi- 
dends to stockholders out of available 
profits justified an inference that some 
of the purported compensation really 
represented a distribution of profits as 
dividends.” The average return on eq- 
uity of 15% for the three years, how- 
ever, was close to the assumed rate of 
return, a factor favoring the compa- 
ny’s position. 

m Compensation was calculated as a 
percentage of gross and net income. 

= No data were available to com- 
pare shareholder-employee salaries to 
salaries similar companies pay for simi- 
lar employee services. 

m The company’s salary policy as to 
all employees was inconsistent. 

m The company’s exceptional pre- 
tax profit margin was an indication 
that these shareholder-employees de- 
served high compensation. 

The court concluded a preponder- 
ance of the evidence showed the com- 
pany’s shareholder-employees were 
reasonably compensated for each year 
under review and, therefore, the broth- 
ers’ compensation was deductible in full. 


Observation. Because this case can 
be appealed to the Eighth Circuit 
Court of Appeals, the court followed 
the relevant decisions of that circuit, 
which has not applied the independent 
investor test. Taxpayers outside the 
Eighth Circuit should view the facts 
and circumstances surrounding share- 
holder-employee compensation in light 
of the applicable reasonableness factors 








and the independent investor test. 


mw Miller & Sons Drywall, Inc. v. 
Commissioner, TC Memo 2005-114. 


Prepared by Claire Y. Nash, CPA, PhD, 
associate professor of accounting Christian 
Brothers University, Memphis, and Tina 
Quinn, CPA, PhD, associate professor of 
accounting, Arkansas State University, 
Jonesboro. B 
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Desktop reference tools from CCH streamline 











Let CCH, a Wolters Kluwer business help you prepare 1040, 1065 and 1120S 
tax returns with our popular line of Express Answers spiral-bound quick 


Your firm will be able to prepare tax returns quickly, easily, and accurately with 
these practical, easy-to-use guides that provide straightforward answers to even 
the most daunting Individual, Partnership, and S Corporation questions. You'll 


> Form-oriented organization, presented the way you work. ..line by 
> Plain-english guidance making complex rules and exceptions easy to 


> Two-color format that makes finding information fast and easy. 
Speed through tax season with confidence, knowing that concise and reliable 


For more information or to place an order, call 
1-888-CCH-REPS or visit Tax.CCHGroup.com/Express. 


a Wolters Kluwer business 
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Private companies will be able to pursue tax delinquents. 


From The Tax Adviser: 









A 


IRS to Outsource Debt Collection 


provision in the American Jobs Creation Act of 2004 (AJCA) allows 
private collection agencies (PCAs) to collect federal tax debts. The IRS 


recently announced it expects to award the first three contracts for private 
debt collection in February 2006 and begin implementation in June 2006. 


The service will enter into “qualified tax 
collection contracts” (as defined in IRC sec- 
tion 6306(b)) with PCAs to locate and con- 
tact taxpayers with outstanding tax liabilities 
and arrange payment. CPAs whose clients 
owe taxes should be aware of this new initia- 
tive to privatize federal tax debt collection. 


cece eiNene Notes 


SCOPE 

The legislation generally allows PCAs to 
collect any type of tax imposed under the 
code. However, implementation is expected 
to focus on taxpayers who (1) have filed a 
return showing a balance due, but failed to 
pay it in full, and (2) have been assessed additional tax by 
the IRS and have made several voluntary payments toward 
satisfying their obligation, but have not paid in full. 


PROCEDURE 

A PCA will first try to contact a taxpayer by letter; if the 
letter is undeliverable, it will ascertain a correct address. If 
this fails, the PCA will attempt to contact the taxpayer by 
phone and request full payment. All payments are to be sent 
to the IRS, not to the collector. Taxpayers who cannot pay 
in full immediately will be offered installment agreements 
calling for full payment over no more than five years. Ifthe 
taxpayer is unable to pay the outstanding tax liability in five 
years, the PCA will obtain financial information. from the 
taxpayer and provide it to the IRS. 










‘ Notice to readers: Members of the AICPA tax section 

_may subscribe to The Tax Adviser at a reduced price. Con- 
_ tact Judy Smith at 202-434-9270 for a subscription to the 
- magazine or to become a member of the tax section. 
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PROTECTING TAXPAYERS 
The AJCA enacted provisions to protect 
taxpayers in this process. The use of subcon- 
tractors by PCAs will be limited; subcon- 
tractors will not be allowed to contact 
taxpayers, provide quality assurance services 
or compose collection notices. Also, direct 
contact with taxpayers and access to taxpay- 
er-sensitive information will be afforded 
only to PCAs who have accepted all the 
obligations imposed under their contracts. 
The Fair Debt Collection Practices Act also 
applies to PCAs, and taxpayer protections 
statutorily applicable to the IRS were extended 
to PCAs. PCAs also are required to inform taxpayers that as- 
sistance is available from the IRS National Taxpayer Advocate. 


LIABILITY/COMPENSATION 

Under IRC section 6306(d), the IRS will be exempt from 
liability for acts committed by PCAs. However, taxpayers 
were granted remedies for PCA acts or omissions under 
new IRC section 7433A. In addition, the Privacy Act of 
1974 and IRC section 6103, which prevent unlawful disclo- 
sure of taxpayer information, also apply to PCAs, potential- 
ly subjecting their employees to civil and criminal liability. 

Moreover, PCAs will be heavily screened before being 
selected, then given only enough information to contact 
taxpayers and seek payment. The IRS plans to hire three 
PCAs initially, gradually expanding to 10. PCAs will earn 
up to 25% of the amount they collect. 

For more information, see Tax Practice & Procedures, 
“IRS Initiative for Private Debt Collection,’ by J. Matthew 
Yuskewich, in the January 2006 issue of The Tax Adviser. 

 —Lesli S. Laffie, editor 
The Tax Adviser ’ 
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Technology Q&A 


Move, copy, delete many files swiftly...Automatically open applications... 


82 


Quickly delete spam files... Display underlying Excel formulas... 
Stamp date and time on documents. 


BY STANLEY ZAROWIN 





MOVE, COPY, DELETE MANY FILES SWIFTLY 


Q. Every month I need to move a large number of files 
from one folder (directory) to another. Moving one at a 
time is laborious. Is there a fast way to do it? 


A, Windows Explorer has several ways. The fastest way is 
to move a group of contiguous files is to right-click and di- 
rect your mouse over the target files. You also can high- 
light contiguous files by holding down the Shift key and 
clicking on the first file and then on the last. That will 
highlight all the files in between. Once highlighted, the 
files can be moved, ar or deleted as a group. 


ee 
ge reer doc 


Ma uate. do 
W) c-tqa-sept-04.doc 
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..Excel Shortcuts 


If the files aren’t contiguous, hold down the Ctrl key 
while you highlight each target file with your left mouse 
button. 





ee 





= 





Ne 


To highlight all the files in a folder, press Ctrl+A. 





AUTOMATICALLY OPEN APPLICATIONS : 


Q. When I fire up my computer I’d like Outlook and 
Excel to open automatically. Is there a way to make them 
do that? 


A. No problem. Click on Start and then go to All Pro- 
grams where you'll see all your applications listed alpha- 
betically. You’ll find the Outlook and Excel icons under 
Microsoft Office (see screenshot below). (continued on page 84) 
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Tia Plow through all your document scanning without breaking a sweat. The Fujitsu #-5650C and /7-5/750C 
2 production scanners deliver daily duty cycles of 8000 pages at 5/ppm. What's more, they can maintain that 
OEE pace even at 300 dpi-the best resolution-at-speed in their class, a must-have for efficient OCR. Each has 
its own unique ease-of-use: dual drop-down control panels on the #-5650C and a rotating Automatic Document Feeder on the 
fi-5750C. Advance Exchange and ScanAid Customer Support options are available: Whether you need a compact sheet-fed or 
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Place your cursor over the Outlook icon and, using 
the right button, drag it down to the Startup icon. Then 
do the same with the Excel icon (see screenshot). 
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Now, when you reboot, both programs will launch au- 
tomatically. 

If you don’t want them to launch automatically, but 
you do want an easy way to start them, there are at least 
two ways to do that. You can right-drag the application 
icon to your taskbar on the bottom of your screen (see 
screenshot). 





















Or you can right-drag the icon into the shortcut 
menu, which you access by clicking on the Start button. 
Notice in the screenshot below, in addition to several ap- 
plications, I have even added a shortcut for an Excel file. 
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Another way to place an application in the above short- 
cut menu is to right-click on it, producing this menu: 

















Open 


Pin to Start mens 


Copy To Eolder... é 
Move To Folder.. Ps 
Send To é 
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Click on Pin to Start menu to add an item... 
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..and on Unpin from Start menu to remove it. 


Unpin from Start menue. 


Copy To Folder... 
Move To Folder... 











QUICKLY DELETE SPAM FILES 







Q. I’m delighted how well the new Outlook 2003 Junk 
Email Filter works. It traps 50 or more spam items a day 
for me. But before I whack them with the Delete key, I 
glance at the list to be sure the filter hasn’t accidentally la- 
beled a good e-mail as spam. If I do catch one mislabeled, 
I move it to the Safe Recipients List (see screenshot below). 










Then when I delete the spam files, sending them to the 
Deleted Items folder, I have to delete them again from 
that folder. Is there some way to streamline this double- 
deleting? 


A, tt does seem silly. And, fortunately, there is a one-step 
solution. 

After you’ve made sure the filter hasn’t accidentally 
nabbed a good message, press Ctrl+A; that highlights 
the entire spam list. Then hold down the Shift key as 
you hit the Delete key and they’ll all be guillotined in a 
single step. 

If you haven’t yet downloaded the Outlook filker;: go 
to www.microsoft.com and do a search on Outlook 2003 
Junk Email Filter (see screenshot below). 
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Quick Info 


office2003-kb873362-fullfile-enu,exe 
1 
11/10/2004 
; English 
Download Size: 3374 KB 
Estimated Download Time: — & rnin @ 56K 








DISPLAY UNDERLYING EXCEL FORMULAS 


Q. Is there a way to display all the pee ae formulas in 
an Excel spreadsheet? 

at 
A. Sure. The convenient way (that al- 
lows you to toggle back and forth be- 
tween formulas and results) is to press 
Ctrl+~ (the tilde button is at the ex- 
treme upper left side of the keyboard). 


Nesntarorsresiatecrenmennic 


(C1 startup Task Pai 


Comments ———----- 


Ifyou print while in that mode, all the ||} Otione 
formulas—not the results—will print. Objects ——————— 
Press Ctrl+~ again and the worksheet @ show all S 


Window options ——- 
Page breaks 
Formulas 
[] Gridlines 
Gridlines color: © 


returns to the results view. 

If you want a worksheet to always 
show formulas, click on Tools, Op- 
tions, View and place a check in the 
Formulas box (see screenshot at right). 








Ayr None ei thes tht, 


STAMP DATE AND TIME ON DOCUMENTS 


Q. With Sarbanes-Oxley pushing on us, we'd like to add 
a date—and maybe even a time stamp—on all our docu- 
ments. Is there a simple way to do that? 


Av in Word, the fastest and easiest way is to position your 
cursor where you want the stamp to appear on your doc- 
ument and click on Insert, Date and Time, which pro- 
duces this screen: 


Date and Time 


4 9/9/2005 
‘|Friday, September 09, 2005 
September 9, 2005 













Caution: If you want the date to remain fixed (that is, 
you don’t want it changed to the new date when you 
open the file next week), do not place a check next to the 
Update automatically box. And if you want your format 
selection (9/9/2005 8:57:08 or whichever you choose) to 
be the default for all future date inserts, click on Default. 

To add the date to a header or footer, click on View, 
Header and Footer, generating this screen: 














To switch between the header and footer, click on the 
third icon from the right (see screenshot below). 





To insert the date, click on the icon with little calendar 
dates; to add the time, click on the clock icon to the right. 
You also can add dates and times automatically to every 
document as it’s created or to selected documents. To put 
them on every document, you’ll need to amend the 
normal.dot file, which is the template for all new Word 
files. To find it, go to 
C:\Documents and Settings\[the computer’s name; in my 
case, it’s Stanley]\ApplicationData\Microsoft\Templates. 
The file looks like this: 
If you can’t find 
it, ae Windows Ex- | Search 
plorer’s Search to) —O—————— 
to locate it (see screenshot below). 





ee eect 







{Search for Files and Folders 






Search for files or folders named: 








Containing text: 


Type words contained in the file. 
Bi 








ene in: 


[+ REG 
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Before you tinker with the normal.dot file, be sure to 
make a copy of it. That way in case you make a mistake 
you can always return the normal template back to its orig- 


inal format. (continued on page 86) 
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To add a date, follow the same instructions—but place a check in Update 


86 


automatically and click on OK. 


To add a date to an Ex- 
cel header or footer, click 
on View, Header and 
Footer and then select ei- 
ther Custom Header or 
Custom Footer. Decide 
where you want the head- 
er/footer and click on the 
appropriate icon (calendar 
for date, clock for time). 

Give it a name (I choose 
Date.xlt) and save it 
as a template (*.xit). 

For convenience, 
make a shortcut to 


aon fs, wen a 


a 
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the template and save it on your desktop. 


EXCEL SHORTCUTS 
m Insert date: Ctrl+; 
w Insert time: Ctrl+ Shift +; 


@ Insert date and time: Ctrl+; (space) Shift+; 


STANLEY ZAROWIN, a former JofA senior editor, is now a contributing editor to the 


magazine. His e-mail address is zarowin@mindspring.com. 
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"Inside AICPA 








Governmental auditors flock to AICPA audit quality center...Farber wins highest 
tax award...Institute honors women CPAs...AICPA conference offers the 
profession strategies for recruiting and retaining women... 





AICPA Governmental Audit 
Quality Center Flourishes 


The AICPA Governmental Audit 
Quality Center (GAQC) recently cel- 
ebrated its one-year anniversary. Its 
more than 450 members—from every 
state, the District of Columbia, Puerto 
Rico and the US. Virgin Islands—au- 
dited approximately 77% of the federal 
expenditures covered in single audits 
CPA firms performed in 2003, the 
most recent year for which complete 
data exist. Membership information is 
available at www.aicpa.org/GAQC for 


Three admitted to B&l Hall of Fame...Directory of member services. 


firms that perform audits of govern- 
mental, not-for-profit or certain for- 
profit organizations under Government 
Auditing Standards or single audits. 


Winning Women 


In recognition of their professional 
achievements, 11 CPAs won the first 
Women to Watch Award, cosponsored 
by the AICPA’s Work/Life and 
Women’s Initiatives Executive Com- 
mittee, the Illinois CPA Society and 
the New Mexico Society of CPAs. 
[linois winners in the Experienced 





























Farber Earns Top Tax Honors 






The 2005 Arthur J. Dixon Memorial 
Award, the profession’s highest recognition 
for achievement in the area of taxation, was 
presented to Paul Farber, CPA (right) by Jef- 
frey R. Hoops, CPA, vice-chair of the tax 
executive committee, at the AICPA Nation- 
al Conference on Federal Taxes held in 
Washington, D.C. Farber, an attorney and 
principal of Eisner LLP, has practiced in in- 
ternational taxation for more than four 
decades and served as an AICPA volunteer 
and leader for 32 years on the Tax Execu- 
tive, Tax Policy and Tax Simplification com- 
mittees, the Taxation of Foreign Source 
Income, Financial Services Industry Taxa- 
tion, Taxation of Partnerships, Tax Account- 
ing, Taxation of Special Entities & Industries 
subcommittees and the Consolidated Re- 
turns and Earnings and Profits task forces. 
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Leader category were Terri Bobek, 
partner, PricewaterhouseCoopers LLP, 
Chicago; Debra Hopkins, professor of 
accounting, Northern Illinois Univer- 
sity, DeKalb; Karen Kurek, managing 
director, RSM McGladrey, Schaum- 
berg; and Judith Meguire, Chicago di- 
rector of tax practice, American 
Express Tax & Business Services. The 
Emerging Leader was Laura Thonn, 
manager, PricewaterhouseCoopers 
LLP, Chicago. 

All New Mexico winners were from 
Albuquerque. The Experienced Lead- 
ers honored were Rosane “Bobbye” 














Hayes, partner, Accounting & Consult- 
ing Group; Barbara Lewis, shareholder 
and audit department head, Atkinson & 
Co. Ltd.; Kimberly Nunley, managing 
partner, Grant Thornton LLP; Cynthia 
Reinhart, managing partner, KPMG 
LLP; and Judith A. Wagner, director, 
litigation and valuation services, 
Meyners + Company. The Emerging 
Leader was Suzette Longfellow, senior 
manager, KPMG LLP. 

Robert Half International Inc. will 
award a sponsorship in each winner’s 
name to the school of her choice. For 
information on the program and win- 
ners, visit www.aicpa.org/worklife, www. 
icpas.org and www.nmscpa.org. 


AICPA Holds 
: £ nn sant & 
Conference to 
La 2th VAL Van) sa 
Help Women 
Denfaccinanale 
rroressionais 


succeed 






“More than half of 
all accounting gradu- 
ates in the United 
States are women,” 
said) AICPA: Chair 
Leslie Murphy, speaking in Chicago at 
the first Women’s Summit, held on 
October 11 by the AICPA Work/Life 
& Women’s Initiatives Executive 


Leslie Murphy 





Committee and sponsored 
by Robert Half Internation- 
al. “So this summit gathered 
firm managing partners, hu- 
man resources professionals 
and female CPAs to share 
ideas and devise strategies for 
retaining and advancing 
women in the profession.” 
Conference sessions fo- 
cused on overcoming barri- 
ers to women’s advancement, 
variations in leadership style, 
staff recruitment and retention tech- 
niques and effective mentoring. For 
more information, go to www.aicpa. 
org/worklife. a 


SANTA FABIO/BLACK STAR 








Honorees Admitted to 
B&I Hall of Fame 


Three CPAs—Clark Blackman II, Ralph Kauten and 
Jean Trainor—were inducted by the Institute and Ajilon 
Finance into the AICPA Business & Industry Hall of 
Fame in recognition of their strategic insight, business 
expertise and leadership skills. 

Blackman (second from left), managing director and 
chief investment officer of Investec Advisory Group LP, is 
a widely recognized financial adviser, author, educator 








and volunteer. Trainor (center), CEO and president of 
John Deere Community Credit Union since 1990, quin- 
tupled its assets to more than $1 billion. Kauten (second 
from right), board chairman, president and CEO of 
Quintessence Biosciences Inc., has founded several suc- 
cessful biotechnology companies and is a proponent of 
ethical and employee-friendly business practices. Present- 
ing the awards were John Morrow, AICPA vice-president 
for new finance (far left), and Neil S. Lebovits, CPA, 
president and COO of Ajilon Finance, which provides 
accounting and financial staffing services. 
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The Greatest Thing 


Since... 
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AICPA InfoBytes is an amazing 


subscription-based online learning library. It is 
divided into one- and two- CPE credit courses 
that you can access 24/7 for the one low price 
of $149 ($369 nonmembers). 


More than simply a great way to earn CPE, AICPA 
InfoBytes is an excellent quick reference tool. 
Need to brush up on a particular subject? Looking 
for a brief overview? This online learning library 
is a convenient and cost effective resource. 
Topics include: 


gw A&A m Government/ 
N fit 
eas onprofi 
; m Personal 
a Controllership/ Development 
Financial 
- m Ethics 


mw Management 


Avenue North, Suite 700, Nashville, TN 37219-2417. Telephone: (615) 880-4200. 


To get your subscription, visit 


www.cpa2biz.com/infobytes 


Quantity purchases are available. For details contact 
the AICPA Professional Development Team at 
800-634-6780 Option 1 or e-mail 
aicpalearning.org 


AICPA is registered with the National Association of State 

Boards of Accountancy as Quality Assurance Service 
Quality Assurance Service (OAS) sponsor of continuing professional education. 

Participating state boards of accountancy have final 
authority on the acceptance of individual courses for CPE Credit. Complaints 
regarding OAS program sponsors may be addressed to NASBA, 150 Fourth 


9335-355 


ISO Certified 
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NEW! Fraud...Can Audit Committees Really Make a Difference? 
This One-Day Event Will Spotlight: 





January 31, 2006 


The Princeton Club 
New York, N‘ 


CPE Credits: 8 


| ¢ The Audit Committee's responsibilities under SOX 
e Internal controls and how they alone cannot 
prevent management fraud 


| 

| 

| 

| 

| 

| ¢ How to deter management override of an 

| otherwise effective internal controls system 
| 

| 

| 


a . 
™~ 


e Procedures to use once the Audit Committee 
detects management override 

e The insights of Luncheon Speaker Nancy Temple, 
former Arthur Andersen in-house counsel 





March 2 | Conference Highlights: 


3-2 
Disney's Con temporary Resort 
el | 


© Develop strategies that can be 
Lake Bu 


implemented immediately 
e Benefit from extensive networking opportunities 
e Attend roll-up-your-sleeves sessions and learn 
to think through tough problems 
e Participate in an Optional Pre-Conference 
Workshop, “From Controller to CFO —Creating 
a Roadmap to Success!,” which is expected 
to sell out quickly 


and 2 (complimentary workshop) 
Pre-Conference Optional Workshops: 
Wednesday, March 22 





Photograph: © Orlando/Orange County Convention & Visitors Bureau 


| 
! 
| 
| 
CPE Credits: 18 (main), up to 8 (optional) 
| 
| 
{ 
} 


Balanced Scorecard: Strengthening Your Finance Department 


April 10-11, 2006 
AICPA Boardroom 
New York, NY 


CPE Credits: 12 


Conference Focus: 


A new joint sponsored forum between AICPA and 
Palladium Institute — the briefing will cover the 
increasing challenges and pressures on CFOs and 
their teams to deliver on strategic development 
and to equip their organizations with new and 
more impacting methodologies and tools to help 
drive those strategies. 





(AICPA) 


www.epa2biz.com/conferences 





888.777.7077 


JOALBO1 


AICPA Tax pilalegle ies for the High-Income Individual 


Photograph: © Baltimore Area Convention and Visitors Association 





May 8-9, 2006 

Bellagio 

Las Vegas, NV 

CPE Credits: 18 (main) and up to 8 (optional) 


Pre-Conference Optional Workshops: 
Sunday, May 7 


Conference Highlights: 


e All-star speaker lineup 

e Walk away with expert tips and tools for 
high-income clients 

e Analysis of the future of taxation 


| © Planning for your wealthy clients, 


including FLPs 


| © Network with your peers 


May 8-10, 2006 

Baltimore Marriott Waterfront | 
Baltimore, MD 

CPE Credits: 23 (main) and up to 8 (optional) 


Pre-Conference Optional Workshops: 
Sunday, May 7 


| 
} 


| Conference Highlights: 


e Update on the profession 
e Popular optional workshops on Sunday 
— Basic Audit Workshop and Form 5500 


| © Meet the CPE requirements of the Audit 


Quality Center 


3rd Joint Event AAML/AICPA National Conference on Divorce 





May 11-12, 2006 
Bellagio 
Las Vegas, NV 


CPE Credits: 16 (main) and 3.5 (optional) 


Pre-Conference Optional Workshops: 
Wednesday, May 10 


Additional Conferences 


AICPA National Banking Schoo! Business Valuation School 


May 14-19, 2006 
University of Virginia 
Charlottesville, VA 


May 15-19, 2006 
AICPA Boardroom 
New York, NY 


Conference Highlights: 


e Daubert motion survival strategies 
e Updated valuation standards 
e Live role play with attorneys, CPAs and judges 
e New ways to achieve growth and profitability 
e Excellent networking opportunities 
e Luncheon discussion tables on 
Thursday, May 11 
e Early-morning-riser sessions on Friday, May 12 


AICPA Retirement Planning Conference 


June 5-6, 2006 
Sheraton Boston Hotel 
Boston, MA 


Pre-Conference Optional Workshops: 
Sunday, June 4 


To learn more, visit www.cpa2biz.com/conferences 





OL oe eee 
Exposure Drafts Outstanding 


(This list was compiled as of December 1, 2005. For exposure drafts issued after that date, consult The CPA Letter. 
Note: The policy for updating the list of exposure drafts is that a document should remain on the list until a final document has 
been issued or the project has been dropped. However, no comments will be received after the comments deadline has expired. 
The list is not all-inclusive but is intended to present the exposure drafts of particular interest to professional accountants.) 
























































Issue Comment 5s 
Date Title or Description Deadline Date Title or Description Deadline 
FASB Statement Audit; Amendment to Statement on Auditing 
9/30/05 Selected Issues Relating to Assets and Liabilities with 1/3/06 Standards No. 100, Interim Financial Information, and 

Uncertainties Reporting on an Entity’s Internal Control over Financial 








OO Reporting* 
9/30/05 Earnings per Share—an amendment of FASB Statement 11/30/05 

No. 128 (revision of Exposure Draft issued 12/15/03) OTHER (AICPA) 
a a era ee | 10/18/05)" Proposed Enhanced! Businessieporting bramewors 12/13/05 
8/11/05 Accounting for Certain Hybrid Financial Instruments— 10/10/05 

an amendment of FASB Statements No. 133 and 140 9/15/05 Proposal of Professional Ethics Division: Proposed 12/16/05 
SES ee DE Se Le Revision to “Other Considerations” in Interpretation 
8/11/05 Accounting for Servicing of Financial Assets—an 10/10/05 101-1, Interpretation of Rule 101, under Rule 101, and 

amendment of FASB Statement No. 140 Proposed Conceptual Framework for AICPA 
BIOS) UP Accounting for Tiancias of Fuancal Ascn—an 10/10/05 Eades 

amendment of FASB Statement No. 140 9/15/05 ~ Omnibus Proposal of Professional Ethics Division 12/16/05 
7/14/05 — Accounting for Uncertain Tax Positions—an 9/12/05 ine eet 

interpretation of FASB Statement No. 109 3/30/05 Proposed Statement on Standards for Valuation 9/30/05 
6/30/05 Business Combinations—a replacement of FASB 10/28/05 petvices: Vakanou ota Bae 


SeenON IAT Ownership Interest, Security, or Intangible Asset 


9/20/04. XBRL US Financial Reporting Taxonomy Framework 11/19/04 


6/30/05 Consolidated Financial Statements, Including 10/28/05 
Accounting and Reporting of Noncontrolling 11/15/02 Proposed Tax Standards Interpretation 1-2, “Tax 4/30/03 
Interests in Subsidiaries—a replacement of ARB No. 51 Planning” of Statement on Standards for Tax 


4/28/05 The Hierarchy of Generally Accepted Accounting Principles 6/27/05 Seriapes Not) Te Rena ee 





6/23/04 Tas Vile Messuremen grime 1/1/01 AIGPA/NASBA Uniform Accountancy Actand 12/31/04 
AcSEC (AICPA) = , 3/7/01 Statement on Standards for Continuing Professional 8/1/01 
11/29/04 Proposed Statement of Position, Accounting by Insurance 1/7/05 Education Programs 
Enterprises for Deferred Acquisition Costs on Internal 
Replacements SEC 
6/19/03 Proposed Statement of Position, Allowance for Credit Losses 9/19/03 eee INoeracen Tete ieee Oa wee 
12/17/02 Proposed Statement of Position, Clarification of the Scope 3/31/03 of the Auditing Process; Release Nos. 33-8109; 
of the Audit and Accounting Guide Audits of Investment 34-46120; 35-27543; IA-2039; IC-25624 
Companies and Accounting by Parent Companies and Equity : 3 oe 5 : 
Method Tavestors (or Tnvestnent’in Invevanent Companies 5/10/02 Disclosure in Management's Discussion and Analysis 7/19/02 
about the Application of Critical Accounting 
ASB (AICPA) Policies (Release Nos. 33-8098; 34-45907) 
9/1/05 Proposed Statement on Auditing Standards: Communication 10/31/05 = 4/42/02 ~—s Form 8-K Disclosure of Certain Management 6/24/02 
of Internal Control Related Matters Noted in an Audit TransactionsniRelease No. 33e8090 





6/15/05 —_ Proposed Statement on Auditing Standards: Amendment 8/15/05 4/42/02 




















to “Due Professional Care in the Performance of Work” of rae ee aes ee ng eye 

Statement on Auditing Standards No. 1, Codification of Auditing 

Standards and Procedures; Amendment to Statement on Auditing 2/18/00 | SEC Concept Release: International Accounting 5/23/00 

Standards No. 95, Generally Accepted Auditing Standards; Audit Standards 

Evidence; Audit Risk and Materiality in Conducting an Audit; 

Planning and Supervision; Understanding the Entity and Its 1/21/00 Supplementary Financial Information 4/17/00 

Environment and Assessing the Risks of Material Misstatement; 

Performing Audit Procedures in Response to Assessed Risks GASB 

and Evaluating the Audit Evidence Obtained; and Amendment 9/30/05 Sales and Pledges of Receivables and Future Revenues 12/30/05 
Ee EN DURES E SCE SINGLE aC eee 3/25/05 Accounting and Financial Reporting for Pollution 6/24/05 
5/9/05 Proposed Statement on Auditing Standards: Amendment 6/27/05 Remediation Obligations (preliminary views) 

to Statement on Auditing Standards No. 69, The Meaning 

of Present Fairly in Conformity with Generally Accepted IFAC 

Accounting Principles, for Nongovernmental Entities 10/11/05 Presentation of Budget Information in Financial ; 2/10/06 

SS Statements 

3/18/03 Proposed Statements on Auditing Standards and Statement 5/15/03 

on Standards for Attestation Engagements Related to : 

Internal Control: Auditing an Entity’s Internal Control Over *This exposure draft has been submitted to the Public Company Accounting 

Financial Reporting in Conjunction With the Financial Oversight Board for its consideration as auditing and attestation standards. 


94 JOURNAL of ACCOUNTANCY January 2006 


: EXPOSURE DRAFTS OUTSTANDING 


Issue 
Date 
10/11/05 


10/31/05 


10/31/05 


10/31/05 


10/31/05 
9/23/05 
9/23/05 
4/15/05 
3/22/05 
3/22/05 


3/22/05 


12/20/04 


12/20/04 


11/9/04 


10/5/04 


a Governmental Accounting Standards Board, 401 Merritt 7, aA 
PO. Box 5116, Norwalk, Cr Rese also syllable: online at 


Comment 


Title or Description Deadline 


Disclosure of Financial Information about the 
General Government Sector 


2/10/06 


International Standard on Auditing, ISA 240 
(Redrafted), “The Auditor’s Responsibility to 
Consider Fraud in an Audit of Financial Statements” 


ISA 300 (Redrafted), 
Statements” 


2/28/06 


“Planning an Audit of Financial 


ISA 315 (Redrafted), “Understanding the Entity and 
Its Environment and Assessing the Risks of Material 
Misstatement” 


ISA 330 (Redrafted), ““The Auditor’s Procedures in 
Response to Assessed Risks” 


2/28/06 


Improvements to International Public Sector Accounting 1/31/06 


Standards 


Equal Authority of Paragraphs in IPSASs 1/31/06 


Proposed International Education Standard for 7/15/05 
Professional Accountants, “Competence Requirements 


for Audit Professionals” 


Proposed International Standard on Auditing 600 
(Revised), “The Audit of Group Financial Statements” 


Proposed ISA 260 (Revised), “The Auditor’s 
Communication with Those Charged with Governance” 


Proposed ISA 705 and ISA 706, “Modifications to the 
Opinion in the Independent Auditor’s Report and 
Emphasis of Matter Paragraphs and Other Matters 
Paragraphs in the Independent Auditor’s Report” 


6/15/05 


Proposed International Public Sector Accounting Standard, 


Disclosure Requirements for Recipients of External 
Assistance” 


Proposed ISA 320 (Revised), “Materiality in the 
Identification and Evaluation of Misstatements” 


4/30/05 


Proposed ISA 540 (Revised), “Auditing Accounting 4/30/05 
Estimates and Related Disclosures (Other than Those 


Involving Fair Value Measurements and Disclosures)” 


International Guidelines on Environmental Management 2/28/05 


Accounting (EMA) 


Proposed Revised Code of Ethics for Professional 11/30/04 


Accountants 


Ta 


Issue 
Date 


9/23/04 


9/23/04 


7/14/04 


1/20/04 
1/20/04 


12/23/03 


12/22/03 


11/11/03 
7/18/03 


6/24/03 
FASAB 


10/27/05 


6/27/05 
PCAOB 


Comment 


Title or Description Deadline 


Policy Statement, “Clarifying Professional Requirements 12/31/04 
in International Standards” and Consultation Paper, 
“Improving the Clarity and Structure of IAASB Standards 


and Related Considerations for Practice Statements” 


ISA 230 (Revised), “Audit Documentation” and 
amendments to ISA 330, “The Auditor’s Procedures in 
Response to Assessed Risks” and ISQC 1, “Quality 
Control for Firms that Perform Audits and Reviews of 
Historical Financial and Other Assurance and Related 
Services Engagements” 


1/31/05 


Preface to the International Standards on Quality 10/15/04 
Control, Auditing, Assurance and Related Services— 


IAASB Due Process and Working Procedures 


Revenue from Non-Exchange Transactions 6/30/04 


(Including Taxes and Transfers) 


Accounting for Social Policies of Governments 6/30/04 


ISA 600 (Revised), “The Work of Related Auditors and 3/31/04 
Other Auditors in the Audit of Group Financial Statements” 


and IAPS, “The Audit of Group Financial Statements” 


ISA700 (Revised), “The Independent Auditor's Report on 
a Complete Set of General Purpose Financial Statements” 
ISA 200, “Objective and General Principles Governing an 
Audit of Financial Statements” Amendment to ISA 210, 
“Terms of Audit Engagements” Conforming Amendments 


3/31/04 


Revision to Code of Ethics for Professional Accountants 2/15/04 


Proposed Revised Code of Ethics for Professional 11/30/03 


Accountants 


Proposed International Standard on Auditing: “Review of 9/30/03 
Interim Financial Information Performed by the Auditor 


of the Entity” 


Consolidated Financial Report of the United States 
Government Requirements: Implementing Statement 
of Federal Financial Accounting Concepts 4 “Intended 
Audience and Qualitative Characteristics for the 
Consolidated Financial Report of the United States 
Government” 


3/1/06 


Accounting for Fiduciary Activities (Revised) 8/30/05 


At the present time PCAOB exposure drafts have very short comment periods. A list 
of outstanding PCAOB exposure drafts is available online at www.pcaobus.org. 


“The initials sana for t the following organizations. Exposure drafts are available ‘Gidiaes at the Web addresses ua ; 
below ‘or copies may be obtained at the 2 in perenne oe otherwise eee 


Financial pecouiade seat Board (Order Dessert imac 


- Accounting Standards Board, 401 Merritt 7, RO. Box 5116, Norwalk, 


CT 06856-5116); also available online at www.fasb. org” 
: Governmental Accounting Standards Board (Order Department, 


ch _ www.gasb. org 


American Tastee of CPAs ‘(American Institute of Certified P Public 


5 _ Accountants, Harborside Financial Center, 201 Plaza Three, Jersey 
City, NJ 0731 1-3881). AICPA publishes exposure drafts exclusively 
Son the Web site at aye aiere ae Print copies are not available. 





2 of Accountants eee tl pedeenod oe 


, 14th Floor, Now York, NY 10017); 
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AICPA marketplace 


Sixth Edition 





U.S. Tax Aspects of Doing Business Abroad 


By Michael L. Moore, CPA, Ph.D., Edmund Outslay, CPA, Ph.D. and Gary A. McGill, CPA, Ph.D. 
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| U.S. Tax Aspects of Doing Business Abroad gives you practical information you need to understand the 
| intricate federal income tax laws for foreign business and investment. Easy to read and organized for 
quick reference, this guide clarifies applicable tax laws, alerts you to problem areas, and provides tax 


mm planning suggestions. 


| The new sixth edition has been updated to include coverage of the American Jobs Creation Act of 2004 
(AJCA). The AJCA makes some important changes, especially for manufacturers and those with foreign 
income, including: 


e Provisions to reform and simplify current U.S. international tax rules 

e Improvements to the foreign-tax-credit rules 

e A one-year incentive for U.S. corporations to reinvest the earnings of their foreign corporations back into 

the United States 

e Repealing the U.S.’s current extraterritorial income (ETI) tax regime and replacing it with a new tax deduction 
for domestic manufacturing 


2005 Paperback 
061072LB01 
AICPA Member. $75.00. / Nonmember $93.75 


Financial Reporting Alert: Construction Contractors 


Accounting Developments — 2005/2006 








| This Financial Reporting Alert helps you achieve a more robust understanding of the business environment for 
| construction contracting companies. The Alert describes trends and issues facing most contractors in many of 
the construction markets in the country — including the effects of hurricane Katrina. Also, this Alert delivers 

| information about current accounting and regulatory developments and how they may affect your business. 


2005 Paperback 
029201LBO01 
| AICPA Member $25.00 / Nonmember $31.25 


Publications 
_ CPE Self-Study — 
Conferences : 
Webcasts __ 
- Online Literature & CPE 





NEW EDITION! Accounting Trends & Techniques 


59th Edition 


The most comprehensive guide to the latest financial reporting methods 


The 59th edition is the must-have resource for any CPA who frequently creates or uses financial reports. 
Filled with current reporting techniques and methods used by the nation’s top organizations, this 650-page 
| AICPA best seller will provide guidance you need to improve your accounting preparation and procedures. 


© Over 600 current financial reports of leading industrial, merchandising, technology and service corporations 
e Easy-to-use format provides answers by example — shows how a particular situation was accounted 
_ for or disclosed 


What expertise will you gain from the 59th edition? 


Examples of recent rulings: 
Here you can find illustrations and reports from companies presenting financial statements adopting: 
> FAS No. 123(R), Share-Based Payment 
> FIN No. 46(R), Consolidation of Variable Interest Entities 
e |llustrations of auditors’ reports required by PCAOB AS No. 2 
e Management report illustrations in accordance with Sarbanes-Oxley Act of 2002, Sec. 404; Management 
Assessment Of Internal Controls (a) Rules Required, and (b) Internal Control Evaluation and Reporting 





Some of the new and notable companies in this edition are: 
Google, Inc., UTStarcom, Inc., Navistar International Corporation, Valero Energy Corporation, Alcoa Inc., Johnson & Johnson, 
General Electric Company, Eastman Kodak Company, AutoZone, Inc., Sara Lee Corporation and Hewlett-Packard Company 


Also includes an A&A pronouncements and standards index as well as a Reference appendix. 


2005 Paperback 
009897LB01 
AICPA Member $119.00 / Nonmember $148.75 


Standing Order Option 
OO9897STND . 
AICPA Member $107.10 / Nonmember $133.88 


(Order this year’s edition at 10% off and get next year’s 
edition automatically — and at 10% off!) 


Webcasts are live, high-quality, CFO Quarterly Roundtable Series — 1st Quarter 2006 
interactive, Web-based CPE February 22, 2006 

programs that give you access 1:00 pm -3:00 pm ET 

to the profession’s top experts Recommended CPE Credit: 2 

and inform you on today’s hot Sign up for the Subscription Series and save! 

topics — and you earn CPE $249 — 4 webcasts, 2 CPE credits each! 

credit right from your desktop. CFOXX12LB01 





For more information or to register, log onto www.cpa2biz.com/webcasts 





Www.epa2biz.com 


4 Order nowate* 2 eee 
A | e Wa 888.777.7077 
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Official Releases 


Revisions to Resolutions of AICPA 
Council 


At its fall 2005 meeting, the AICPA Council 
approved resolutions which restructure the Cen- 
ter for Public Company Audit Firms (CPCAF) 
and replace it with the Public Company Audi- 
tors’ Forum (Forum). The restructuring is de- 
signed to expand upon the CPCAF’s technical 
mission to better meet member needs by focus- 
ing on public policy that promotes the public 
interest in matters related to audits of public 
companies, foster confidence in the integrity of 
the public company audit process, communicate 
the commitment of member firms to the public 
interest and to constructive reforms rooted in 
the core values of honesty, integrity and the 
public trust, and support the long-term sustain- 
ability of the public company auditing profes- 
sion. Council’s action required amendments to 
a number of implementing resolutions of 
Council. The amendments to the implement- 
ing resolutions are effective January 1, 2006. 


Summary of Amendments to Council 
Resolutions 

The amendment to the resolution under Section 
3.25 of the bylaws allows persons who are not 
Institute members to serve on the Board of Pub- 
lic Company Auditors’ Forum. The amend- 
ments to the resolution under Section 3.6 of the 
bylaws replace references to the Center for Pub- 
lic Company Audit Firms Executive Committee 
with references to the Board of Public Company 
Auditors’ Forum in the resolution. The amend- 
ments to the resolution under bylaw Section 
3.6.2.3 allow the Joint Trial Board to review dis- 
ciplinary decisions of another AICPA peer re- 
view committee, in addition to those of the Peer 
Review Board, and to review disciplinary deci- 
sions and denials of reinstatements by the Board 
of the Forum. The specific wording of each 
amendment is set forth below. [New language is 


underlined; deleted language is stevek-threveh| 


BL SECTION 320R: Implementing Resolution 
Under Section 3.2 Membership 


Under Section 3.2.5 Certain Positions to Be 
Held Only by Members 


RESOLVED: That pursuant to bylaw section 


Copyright © 2005 by American Institute of Certi- 

fied Public Accountants, Inc., New York, NY, 
10036-8775. All rights reserved. For information 
about the procedure for requesting permission to make 
copies of any part of this work, please visit 
www.copyright.com or call (978) 750-8400. 
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Revisions to AICPA Council Resolutions...Ethics Rulings 


3.2.5, persons who are not Institute members 
may be appointed to the following senior or 
permanent committees or boards: 

= Board of Examiners 

@ Professional Ethics Executive Committee 

w Auditing Standards Board 

= Accounting Standards Executive Committee 


@ Board of Public Company Auditors’ Forum 


Further Resolved: 

That except as otherwise provided by Council, 
and except for committees of the Board of Di- 
rectors, such as that Committee on Audit, no 
public member on a senior or permanent com- 
mittee or board may serve as its chair. 


BL SECTION 360R: implementing Resolutions 
Under Section 3.6 Committees 


(1) That the following be designated as senior 
committees and boards: 

w Accounting and review services committee 

= Accounting standards executive committee 

m Assurance services executive committee 

w Auditing standards board 

= Board of examiners 

= Board of public company auditors’ forum 

ss ; ; 
thve-comenittee 

# Continuing professional education board of 
management 

uw Employee benefit plans audit quality center 
executive committee 

a Government audit quality center executive 
committee 

g Information technology executive committee 
mw Management consulting services executive 
committee 

@ Peer review board 

@ Personal financial planning executive committee 
mw Private companies practice executive com- 
mittee 

w Professional ethics executive committee 

w Tax executive committee 

and further 

(2) That the following senior technical commit- 
tees be authorized to make public statements, 
without clearance with the Council or the 
Board of Directors, on matters related to their 
area of practice: 

= Accounting and review services committee 

= Accounting standards executive committee 

w Assurance services executive committee 

w Auditing standards board 

@ Board of public company auditors’ forum 

9 CentertonpublecompanyouditGaas-ence= 
Seeoaetee 


ms Management consulting services executive 
committee 
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@ Peer review board 

g Personal financial planning éxecutive com- 
mittee 

w Private companies practice executive com- 
mittee 

@ Professional ethics executive committee 

w Tax executive committee 


Under Section 3.6.2.3 Joint Trial Board 


RESOLVED: That the joint trial board shall 
consist of at least thirty-six members elected for 
a three-year term by Council on a staggered ba- 
sis on nomination of the nominations commit- 
tee. No member shall serve more than two full 
successive terms. The size of the trial board 
shall be determined by the Board of Directors. 
No member of the Institute’s professional ethics 
division, of a state society ethics committee, or 
of a state board of accountancy shall be a mem- 
ber of the trial board. 

The trial board shall elect from its member- 
ship a chairman and a vice chairman, the vice 
chairman to serve as chairman during any peri- 
od of unavailability of the chairman. It shall also 
elect a secretary who need not be a member. 

The chairman or vice chairman, when act- 
ing as chairman, pursuant to the trial board 
rules of practice and procedure, may appoint 
from the members of the trial board a panel 
consisting of not less than three members, 
which may, but need not, include the chairman 
to sit as a hearing panel and hear and adjudicate 
charges. against members, or an ad hoc commit- 
tee consisting of not less than three members of 
the trial board to consider requests for nonap- 
plication of sections 7.2 and 7.3. Decisions of 
hearing panels shall be reviewable by the trial 
board under the conditions and procedures as 
provided for in Council resolution under sec- 
tion 7.4 of the bylaws. 


RESOLVED: That the trial board is authorized 
to receive and act on petitions requesting re- 
view of a decision of the peer review board ter- 
minating a firm’s participation in the practice- 
monitoring program or of an AICPA peer 
review committee’s decision terminating a 
firm’s participation in another Institute-ap- 
proved practice-monitoring program. Follow- 


ing such review, the trial board may affirm, 
modify, or reverse all or any part of the peer re- 


view board’s or an AICPA peer review com- 
mittee’s decision, but it may not increase the 


severity of the peer review board’s or an AICPA 
peer review committee’s sanction. 


RESOLVED: That the trial board is authorized 
to receive and act on petitions requesting re- 








view of a decision by the Board of Public 
Company Auditors’ Forum which imposed a 
sanction upon, or denied a reinstatement re- 
quest by, a member or associate member of the 
Public Company Auditors’ Forum. Following 
such review, the trial board may affirm or re- 
verse the Board’s decision. 








RESOLVED: That the trial board may hear and 
adjudicate charges involving alleged violations 
of a state CPA society’s bylaws or code of pro- 
fessional conduct when there is in force a writ- 
ten agreement for such procedure between the 
Institute and the state CPA society concerned. 





Ethics Rulings 


Ethics interpretations and rulings are promulgated by 
the executive committee of the professional ethics divi- 
ston to provide guidelines as to the scope and applica- 
tion of the rules but are not intended to limit such 
scope or application. Publication of an interpretation 
or ethics ruling in the Journal of Accountancy con- 
stitutes notice to members. A member who departs 
from interpretations or rulings shall have the burden of 
justifying such departure in any disciplinary hearing. 


(The Professional Ethics Executive Committee 
has approved the release of two new ethics rul- 
ings—the first, Ethics Ruling No. 113 under 
Rule 102 (AICPA, Professional Standards, 
ET sec. 191.226—.227), and the second, Ethics 
Ruling No. 114 under Rule 101 (AICPA, Pro- 
fessional Standards, ET sec. 191.228—.229)— 
to provide guidance on a member’s offer or accep- 
tance of gifts or entertainment, to or from a 
client or a customer or vendor of the member’s 
employer. The committee has also deleted Ethics 
Ruling No. 1 under Rule 101 (AICPA, Profes- 
sional Standards, ET sec. 191.001—.002) be- 
cause the substance of this ethics ruling has been 
incorporated into the revised Ethics Ruling No. 
114 under Rule 101 (AICPA, Professional 
Standards, ET sec. 191.228—.229). 


[Added text is in boldface italics; deleted text is 


stevek-throueh | 


ETHICS RULING NO. 113 UNDER RULE 102 
113. Acceptance or Offering of Gifts or 
Entertainment 

.226 Question— Would objectivity or integrity 
be considered to be impaired if a member offers 
or accepts gifts or entertainment to or from a 
client (or an individual in a key position with a 
client or an individual owning 10 percent or 
more of the client’s outstanding equity securities 
or other ownership interests), or a customer or 
vendor of the member’s employer (or a represen- 
tative of the customer or vendor)? 

.227 Answer—Objectivity would be considered 
to be impaired unless the gift or entertainment is 
reasonable in the circumstances. 

The member should exercise judgment in de- 
termining whether gifts or entertainment would 
be considered reasonable in the circumstances. 
Relevant facts and circumstances would include, 
but are not limited to: 

w The nature of the gift or entertainment 
w The occasion giving rise to the gift or enter- 
tainment 


a The cost or value of the gift or entertainment 

w The nature, frequency, and value of other gifts 
and entertainment offered or accepted 

a Whether the entertainment was associated 
with the active conduct of business either directly 
before, during, or after the entertainment 

= Whether other clients, customers, or vendors 
also participated in the entertainment 

= The individuals from the client, customer, or 
vendor and the member’s firm or employer who 
participated in the entertainment 

In addition, a member would be presumed to 
lack integrity if he or she accepted or offered gifts 
or entertainment that he or she knew or was 
reckless in not knowing would violate the mem- 
ber, client, customer, or vendor’s policies or ap- 
plicable laws and regulations. 

See Ethics Ruling No. 114, “Acceptance or 
Offering of Gifts and Entertainment to or From 
an Attest Client,” of ET section 191, Ethics 
Rulings on Independence, Integrity, and 
Objectivity (AICPA, Professional Standards, 
vol. 2, ET sec. 191.228—.229), for guidance ap- 
plicable to the offer or acceptance of gifts or en- 
tertainment to or from an attest client. 





H RULING NO. 11: RR 1 
114. Acceptance or eae of Gifts and 
Entertainment to or From an Attest Client 
.228 Question— Would independence be consid- 
ered to be impaired if a member or the member’s 
firm offers or accepts gifts or entertainment to or 
from an attest client, an individual in a key po- 
sition with an attest client, or an individual 
owning 10 percent or more of the attest client’s 
outstanding equity securities or other ownership 
interests (collectively, an attest client)? 

.229 Answer—lIndependence would be considered 
to be impaired if the member’s firm or a member 
on the attest engagement team or in a position to 
influence the attest engagement accepts a gift 
from an attest client, unless the value is clearly 
insignificant to the recipient. Independence 
would not be considered to be impaired if a cov- 
ered member accepts entertainment from an at- 
test client, provided the entertainment is reason- 
able in the circumstances. 

Independence would not be considered to be 
impaired if a covered member offers gifts or en- 
tertainment to an attest client, provided the gift 
or entertainment is reasonable in the circum- 
stances. 

See Ethics Ruling No. 113, “Acceptance or 
Offering of Gifts or Entertainment,” of ET 
section 191, Ethics Rulings on Indepen- 
dence, Integrity, and Objectivity (AICPA, 
Professional Standards, vol. 2, ET sec. 
191.226—.227), for criteria a member should 
consider in determining whether the gifts or en- 
tertainment would be considered reasonable in 
the circumstances. 





Air 


RULING NO. 1 UNDER R 
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AICPA Learning offers a cost-effective 
way to train your professional staff in 
the comfort of your own offices. With 
OUT MWe(eM-lEC NUMAN MODL CETL Sy 
N(e)UM-UCcMSIU Com OM TILO m=) CCL VATU (00) 
need. And with AICPA Learning On-Site 
training, you can focus the courses to 
meet your organization’s specific needs. 
Benefits include: 

No lost time 

No employee travel expenses 

Discounts on large group seminars 

Flexible pricing 

Leese UNTO MULL SHDN 


Experience and expertise of the AICPA 


mn 
Learning 


Financial Training From The People 
Who Know Finance Professionals 


For details, call 


1-800-634-6780 Option 1 


or visit www.aicpalearning.org 


ISO Certified 
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Personal Financial Planning Section 
www.aicpa.org/PFP 





Forensic © Litigation Services Section 
www.aicpa.org/BVFLS 
edoire"MMM™M 


Business Valuation and 


yaa .}O0jyultr/bi0)0: 
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AICPA Membership Sections: 


There’s always room for growth. 


@ Nurture your knowledge Harvest additional revenues 
@ Cultivate a competitive edge _ @ Grow your niche practice 


Join today and grow. Visit us online or call 1 -888-7 7 7-107 7 
and reference code CN. 


MeN 


ISO Certified 8905-395 








EXECUTIVE 


OPPORTUNITIES 


Telephones: (800) 237-9851 
(727) 443-7666 
- Fax (800) 649-6712 








Accountants and auditors wanted! Many immedi- 
ate opportunities, all levels. $45-$80K. Email resume: 
jobs@searchleaderusa.com 





perienced CPAs to join our growing Nonprofit Ser- 
vices Group. Applicants should possess a strong de- 
sire to work with quality religious, charitable, educa- 
tional and other nonprofit (not governmental) organi- 
zations. Industry-specific training provided. Extraordi- 
nary opportunity with tremendous growth potential for 
highly-motivated professionals who pursue excellence 
in their work. Excellent salary plus relocation costs (if 
applicable), plus 401(k), plus signing bonus for excep- 
tional candidates. If interested, please email resume 
to: nonprofitja@gccpa.com 


Accountant (New York) — BS in Accounting, know 
QB, dental/medical billing, handle full set of books, 
willing to work nights/weekends/holidays. Send re- 
sume to: Dr. Carl Caravana, 230 West 41st Street, 
New York, NY 10036. 


Accountant — Myung Ga of S&S, Inc. wants accoun- 
tant to compile and analyze company’s financial infor- 
mation to prepare entries to accounts. Minimum 4 
years Bachelor’s degree in Accounting or minimum 2 
years work experience required, 40 hours/week, M-F 
9 a.m. to 6 p.m., at prevailing wage, overtime at 1.5 
times hourly wage. Job is in Annandale, Virginia. In- 
terview required. Call: (703) 333-3436, and ask for Mr. 
Shin. 


Staff Accountant — Petrinovich Pugh & Company, 
LLP., San Jose, California. Prepare tax return and 
financial statement. Resume: Office Manager, 
Ichavez@ppandco.com or fax: (408) 297-7836. EOE. 


Accountant (Sunnyside, New York) — Sought by 
Real Estate Solutions Co. Please send cover letter 
and resume to: Shiek Hossain, President, First Ex- 
ecutive Realty, Inc., 43-18 40th Street, Suite 1, 
Sunnyside, NY 11104. 


Sr. Staff Accountant — Polly, Scatena, Vasheresse & 
May. CPA firm. San Mateo, California. Prepare in- 
come tax returns and financial statements. Resume, 
Fax: (650) 578-1209 or email: marcena@psvm.net 


Tax Accountant — Prepare various tax returns, audit 
and review, and other attestation services. Multiple 
openings. Respond by resume only to: Mr. P. Fox, 
Z/M-#10, McDonald, Fox & Lund, P.C., 24 Green- 
way Plaza, Suite 1800, Houston, TX 77046. 


Accountant — Elaborate and control the annual busi- 
ness and analyze the financial statement operations 
of this company, budget preparation, account and 
bank reconciliation, customer service. Required: 
Bachelor’s Degree in Accounting or foreign equiva- 
lent. Two years experience required. Please send re- 

sume to: Hyde Park Productions, 25903 Gold Tree 
Court, Wesley Chapel, FL 33544. 





Shivai, Inc. seeks accountant to maintain and moni- 
tor organization financial records, accounts payable 
and receivable, time sheets, and inventory transac- 
tions; also responsible for auditing results of transac- 
tions to ensure accuracy of all financial records, evalu- 
ate financial records to determine proper tax 
itemizations and deductions, prepare statistical and fi- 
nancial reports for executives/management and en- 
sure integrity of organization’s general ledger through 
analysis and compliance with GAAP principles. BS or 
equivalent in Accounting or related field required. Fax 
resume to HR Department at: (803) 285-5954. 


National seminar company seeks finance and ac- 
counting program development manager. (1) identify 
top-selling seminars, (2) find top-quality speakers with 
material, (3) forward existing seminar brochure. Our 
market is accounting and financial professionals with 
the Fortune 1000 firms and Big-4. Contract position. 
Lucrative commission fee structure based on number 
of paid registrants. No need to relocate. We pay all 
expenses. Extensive training experience required. Re- 
ply to: Box #384, c/o JOA, P.O. Box 1510, Clearwa- 
ter, FL 33757-1510 or email to: joa@rja-ads.com 
(type box number in subject field). 


Seminar Leader — Topic: Sarbanes-Oxley. Seeking 
experienced public speaker and CPA with excellent 
knowledge implantation of S-OX. Must be able to lead 
a 2-day seminar in major cities around the nation. 
Speak nationwide two to six days per month on con- 
tractual basis. Competitive speaking fee. Reply to: 
Box #384, c/o JOA, P.O. Box 1510, Clearwater, FL 
33757-1510 or email to: joa@rja-ads.com (type box 
number in subject field). 


Accounting Consultant needed with Bachelor or for- 
eign equivalent in Accounting or Business Administra- 
tion and 2 years experience to examine, analyze and 
interpret financial statements and liquidity ratios of 
corporate customers. Prepare reports of assets/liabili- 
ties, net worth, income/expenditures. Prepare finan- 
cial statements and balance sheets. Interpret and an- 
alyze accounting records, expenses, disbursements 
and bank records. Prepare cost-profit analysis of im- 
ports and exports of client corporations. Prepare cash 
flow statements, budgeting and forecasting using 
QuickBooks, Accpac and MS Office tools. Mail re- 
sumes to: Panam San Antonio Hospitality, LLC., 
3443 IH 35 North Panam Express Way, San Antonio, 
TX 78219. Job location: San Antonio, Texas. 


Accountant, Senior wanted full-time in Paducah, 
Kentucky. Must have Bachelors or equivalent in Ac- 
counting and 2 years experience devising tax record 
systems, auditing contracts, orders and vouchers. 
Monday-Friday, 40 hours/week. Send resume: Adio 
Pharmacy Consulting Services PLLC., 415 Broad- 
way, Paducah, KY 42001. 
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Auditor — Sought by Wireless Galaxy, Inc. located in 
Houston, Texas to independently handle assigned au- 
dit assignments. Responsibilities include: collection 
and analysis of data and books of accounts to detect 
deficient controls and non-compliance with laws, regu- 
lations, and management policies; verification of as- 
sets, liabilities, income and expenditures accounts 
and preparation of contracted audit reports. Must pos- 
sess Bachelor’s degree and 2 years of documented 
experience. Previous wages paid. 40 hours/week. Re- 
sume: Shahbaz, 7211 Regency Square Boulevard, 
Suite 120, Houston, TX 77036. 


Accountant, in-house (Hispanic market) — Analyze 
financial information using accounting principles and 
prepare financial reports to determine credit risk and 
viability of Hispanic clients (90% Spanish language 
only) for Spanish language magazine; analyze finan- 
cial information detailing assets, liabilities and capital; 
prepare balance sheets, profit and loss statements, 
and other reports to summarize companies financial 
position; audit contracts (Spanish language), order 
and prepare reports for Hispanic clients and upper 
management; establish, modify, and coordinate imple- 
mentation of accounting and control procedures; de- 
vise and use computer-based systems; and oversee 
payroll, employee benefits, accounts payable and ac- 
counts receivable; Spanish language required; Bach- 
elors in Accounting; 1 year experience in accounting/ 
business administration; will pay prevailing wage; 40 
hours/week; JO #927005. Send resume to: Autoquia, 
Inc., 6431 South Norcross Tucker Road, Tucker, 
GA 30084. 


Accountant, Jae K. Lee, CPA. Render accounting 
and tax services for clients. Masters in Accounting or 
Business Administration or Bachelors in Accounting or 
Business Administration plus 5 years progressive ex- 
perience in accounting required. Must be bilingual Ko- 
rean/English. Send resume to: Mr. Jae K. Lee, 7375 
Old York Road, Melrose Park, PA 19027. 


Accountant for CPA firm, Norwalk, California. Pre- 
pare budgets, financial statements, on behalf of 
clients, AP/AR, cost review/analysis, computerized 
accounting/audit related spreadsheets. Use of CSA, 
Lacerte, CFA, QuickBooks. Email resume to: Emil 
Estafanous, CPA at: estafanous@verizon.net 


Auditor — Direct financial operational audits, identify 
key controls, develop strategic plans, analyze data 
and make recommendations. Requires Master’s de- 
gree in Accounting, one year of experience, statistical 
sampling skills, Benford’s Law for risk assessments, 
allCLEAR or OrgPlus flowchart software, eListen sur- 
vey software, Lotus Notes, Excel and ACL. Competi- 
tive salary and comprehensive benefits package. 
Send resume to: Atte Enyenihi, Data Manager, 
Montefiore Medical Center, Recruitment and 
Staffing, 3411 Wayne Avenue, 1st Floor, Bronx, 
NY 10467. EOE. www.montefiore.org 


Accountant — Analyze and prepare financials, pay- 
roll, tax reports and cash flow statements. Perform au- 
dit, budget, inventory and equipment recording and 
depreciation schedules. Mail resume only to: M. Dhu- 
ka, Rahat Enterprises, Inc., 1811 East Cesar 
Chavez Street, Austin, TX 78702. 


Controller — Require a degree in Business Adminis- 
tration and extensive accounting and financial man- 
agement experience. Mail resume to: Attn. Brigitta 
Knickenberg, FMC Technologies, Inc., Airport Ser- 
vices, 18885 Colonel Fischer Road, Houston, TX 
77032. Refer to job code GH00001 when applying. 
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Visiting Professor of Accounting — The Lycoming 
College Department of Accounting invites applications 
for a 3-year visiting professor beginning August 2006. 
An earned doctorate in Accounting is preferred, but 
Masters (Accounting) with CPA are encouraged to ap- 
ply. Teaching responsibilities include Principles, Inter- 
mediate |, Auditing, Systems and Personal Financial 
Planning. To apply, send vita and supporting materials 
to: Eldon Kuhns M.Ac., CPA, Chair of Search Com- 
mittee, Lycoming College, Campus Box 1, 700 
College Place, Williamsport, PA 17701-5192. Re- 
view of applications will begin January 31, 2006 and 
continue until the position is filled. EOE. 


Director of Internal Audit — World Vision Interna- 
tional, an international Christian relief and develop- 
ment organization is seeking a Director of Internal Au- 
dit. This position will provide leadership to the World 
Vision Partnership in establishing appropriate means 
of accountability regarding the effectiveness and effi- 
ciency of financial operations. Responsibilities include 
developing strategic directions for global internal fi- 
nancial audit; coordinate strategic initiatives and plan- 
ning to achieve Partnership goals; manage continual 
development of financial audit evaluation policies, pro- 
cedures and material to meet WV partnership priori- 
ties for accountability. Required: Ten years experi- 
ence, 5 years with “Big Four’, current CPA; 
experience in auditing U.S. government grants; travel 
25% of time required. For a complete job description, 
please visit the Employment link on our website at: 
www.wvi.org under North America region. Please 
submit your resume with a cover letter, which includes 
salary requirements to: iojobskp@wvi.org 


Accountant — Prepare tax returns, advise clients re- 
garding effects of business activities on taxes. BA in 
Accounting plus 6 months experience in job offered. 
Job is in Houston, Texas: Fax to: Mr. J. Becker at 
(281) 397-7443. 


Accountant — May & Young Hotel LLC, d/b/a Day’s 
Inn of Port Allen seeks an accountant to examine, ana- 
lyze, and interpret accounting records for the purpose 
of giving advice or preparing statements. Maintain 
record of assets, liabilities, profit and loss to project fu- 
ture revenues and expenses. Analyzes operations, 
trends, costs, revenues, financial commitments. Devel- 
op, maintain, and analyze budgets, and prepare peri- 
odic reports comparing budgeted costs to actual costs. 
Appraises, evaluates, and inventories real property 
and equipment. Bachelor degree in Accounting or 
equivalent required. Send resume to; Mr. Sheng 
Yang, 215 Lobdell Highway, Port Allen, LA 70676. 


Books J Publications 


New book dealing with the IRS — “Corporate Tax 
Audit Survival”, by Cliff Jernigan. $24.95 plus tax and 
shipping. Order at: (866) 473-1761 or www.olive 
hilllanepress.com 


Business Opportunities 


“Financial Literacy Education”. Help corporations 
minimize liabilities and increase bottom line prof- 
itability while building a 6-figure practice teaching 
employees about finances. Turn-key package avail- 
able from industry leader. LFE Institute, (888) 
TRAIN-11. 


Cost Segregation Consulting Guide. Practice de- 
velopment/training/technical guidance: (716) 390- 
7383. www.CostSegregation.net 
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Business Opportunities 


From Estates, Companies, Individuals 
NO SIZE TOO SMALL OR LARGE 
15% referral fee 
Contact: Dana Veitch 


ADVENT OiL COMPANY 
303-829-7306 = oil@att.net 


yl ee NO 07 { Bel: 
° Gueeuced Marketing 
¢ Practice Development 
¢ Internet Marketing 
FREE program info: (888) 999-9800 
www. buildyourfirm. com 








Business Services 


Software compatible laser checks. 24-hour ser- 
vice. 100-$19.95, 250-$34.95, 500-$49.95 and 1,000- 
$74.95. Free samples brochure. (800) 790-6283. 


COMDMIED Software 







accounting an 
Peete 
available. 


www.execd 





xecutiv 
datscore : 


Education 


Nationally Accredited Distance Learning Juris 
Doctor and Tax Programs. Become an attorney in 
California through distance study in our Juris Doctor- 
Attorney Track Program. If you’re interested in the 
study of law but don’t aspire to become an attorney, 
the Juris Doctor-Executive Track Program could be 
your answer. No classroom attendance is ever re- 
quired and there is no mandatory study during the 
tax season. Headquartered in Santa Ana, California, 
William Howard Taft University is nationally accredit- 
ed by the Accrediting Commission of the Distance 
Education and Training Council. Visit our website at: 
www.TaftU.edu for complete information. 


Exam Prep 


Accounting and CPAR view putet) eet 
tLe. Prepating forthe CPA exe ? Woe " ‘a 
(908) 693-4231 -epareviewtutor. o 











Internet 


CPA web sites, online organizers, monthly newslet- 
ter, calculator, etc., (800) 690-6821. http://cpaweb 
site.com 


ager Pee cues ee ina ae he 






See fea oe caer arrest * t 
ver res evalu to co t tc 
Corey Sneeean ai onl f 2 
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Internet 


Need a web site or up-to-date content for the one 
you have? Call Mostad & Christensen for an online 
client, newsletter; tax, business and financial tips, e- 
mail newsletter, and more: (800) 654-1654, or go to: 
www.mostad.com 


Legal Services 


Whistleblowers! Stop Federal fraud involving 
Medicare/Medicaid, nursing home, military, and 
pharmaceutical contracts. Substantial reward poten- 
tial. Call Attorney Hood toll-free: (866) 610-4663 for 
a free, private consultation. The Law Offices of 
David L. Hood. Primary office: Georgetown, South 
Carolina. If necessary, local counsel will be re- 
tained. 


Marketing 


Create an instant billboard for your business with 
advertising car fresheners. Our stylish FRAGRANCE 
PETALS® clip easily to the cars airvent, placing your 
infermation in front of prospects everyday - from now 
through tax season. Order at: www.aromacces 
sories.com or (877) 977-5973. Aromaccessories, Inc. 


IMAGINE... SUCCESS... 


OTRO RETR eR ANAL! 
accounting practice. Imagine it took only 

- five years to build the practice. Imagine you 
are being rewarded with an annual income of 
$250,000 per year. Now imagine it rere oo) 
three things to get started.. 
imagination, desire and callie ANG 
1-888-New Clients (1-888-639-2543). 
See our display ad.on page 55. 


Imagine selling your praetice and receiving 
all cash at closing. Imagine never having to 
argue price, terms or guarantee. Imagine 
having experienced, caring professionals.to 
help you through the process - call Xe 
1-888-New Clients (1-888-639-2543). 


ETC tie 3 


Imagine finding the practice of your 
dreams. Imagine having all the information 
you need in one place. 

Visit www.newclientsinc.com 


Imagine that! 


Free Webinar - Join us January 10, 2006 
online to learn about aptentee 
Development Programs. To register go to: 
Wwww.newclientsinc.com 


To advertise, call: (800) 237-9851 


















ADVERTISING OFFICE: PRODUCTS Telephones: (800) 237-9851 
"P.O. Box 1510 (727) 443-7666 
: Clearwater, FL 33757-1510 AND SE RVICES Fax (727) 445-9380 
Marketing Practices For Sale 


Develop a High Quality Practice 
Frank Salman, CPA has 


¢ Developed five accounting firms from scratch 
¢ Developed firms for over 1,500 CPA’s 

¢ Developed marketing techniques with no 
high pressure selling 








Four hours of CPE for only $89.00 
Hae yAel eye co 
Website: www.accountantsmarketing.com 


re tribe Gisianiess profit-builders for é accoun- 
effective clier wsletters, ta and 









Ramune: 


Currently | am organizing a group tour for CPAs 
and their immediate family members to visit Taj Ma- 
hal, Agra, India in September/October/November of 
2006. Please fax your inquiries to: Satish Patel at: 
(847) 437-5937. 





New Jersey — Regional CPA firm wishes to acquire 
or merge with retirement-minded practitioners. Reply 
to: Box #195, c/o JOA, P.O. Box 1510, Clearwater, 
FL 33757-1510. 


Buy-Sell-Merge 
23 Years Nationwide Service 
100% Financing Available 


800-729-9031 


www.cpasales.com 


PROFESSIONAL 
vee 
e SALES « 


New Hampshire — Lake Sunapee area CPA gross- 
ing $85,000 selling practice. Reply to: Box #391, c/o 
JOA, P.O. Box 1510, Clearwater, FL 33757-1510 
or email to: joa@rja-ads.com (type box number in 
the subject field). 









Nationwide — See our currently available practices 
and our other essential services at: www. 
Apractice.com 


One-person owned CPA firm - Two offices (north 
Tampa/Clearwater, Florida); seeks buyer(s) for Sum- 
mer/Fall 2006 closing. Established over 17 years, 
providing individual and small business tax services 
plus bookkeeping and payroll. Principals only. Write: 
BS/PA, P.O. Box 279, Oldsmar, FL 34677. 


WANT TO 
SELL OR BUY 
AN ACCOUNTING 


Make It Easy On Yourself 
1-800-397-0249 


accountingpracticesales.com 


ACCOUNTING 
PRACTICE 
SALES 


AMERICA’S LEADER IN ACCOUNTING PRACTICE SALES 


ueressionel Services 
re aon 


ea re SS ee s, 














C equity/ ir nvest. logic, ¢ -consol- 
. Reasonable rates with re 


SABIE SU re 





Reach over 85% of the nation’s CPAs when you 
advertise in the Journal of Accountancy 


Combine your print advertising with a supplemental 


internet ad on www.aicpa.org. 


For advertising information, call 


(800) 237-9851 or (727) 443-7666 © Fax: (800) 649-6712 


¢ www.rja-ads.com 


joa@rja-ads.com 
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Advertising Index 


(Publication of an advertisement in the 
Journal of Accountancy does not constitute 
an endorsement of the product or service 
by the Journal or AICPA.) 


Accounting Practice Sales 
Advanced Micro Solutions 
AICPA Business Solutions — Paychex .10 


AICPA/CPA2Biz 8, 13, 56, 57, 58, 
66, 67, 68, 76, 78, 81, 86, 87, 91, 
92-93, 96-97, 99, 100° 


AICPA c/o Aon Insurance Svcs. ..... 44 | 
Automatic Data Processing ......... | 48 
Becker Professional Review 

BNA Tax Management 

CCH Tax and Accounting 

Coventry First 

Creative Solutions ..........:0.0205- 


Fujitsu Computer Products of 
America, Inc 


Internal Revenue Service ......... cai : 
Intuit Tics is ee) ee ae sco thegeeale 
Lacerte Software. <..cisjchiey ea ae ae Gas 


Lockhart Industries, Inc......./......€ 


New Clients 


NEP — National Financial Partners ee 16, 


Sage Software 
Selected Funds 


Vertex Inc. 
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The Last Word 


DAVID BERGER, CPA 
Corporate controller 
Ate 

New York, New York 





My brother and I were born the same year and were in the same 
grade in school. He wanted to be a lawyer and I wanted to be 
something different. I was always good with numbers, and I 
saw accounting as an entrée into the business world, and a 
CPA certification as something that could take me down many 
different paths. So I went to Wharton undergrad, worked at 
Touche Ross, got my CPA certificate and married the girl who 
had lived next door to me in the freshman dorm. Then I went 
back to school for my MBA at the University of Chicago. 


In the course of my career, the companies | worked for were sold 
six times—and yet each turned out to be an opportunity. After 
grad school I started in manufacturing at American Can, 
which at one point gave us all two months to relocate to 
Chicago. Instead I decided to move to a new industry, pub- 
lishing, at Simon and Schuster. I started as head of planning 
and then took over the controllership function as well, plus I 
worked on a number of acquisitions and sales. When I left 
there I joined VNU, a global corporation with dual headquar- 
ters in Amsterdam and New York, as CFO of its U.S.-based 
businesses. In August I was named senior vice president and 
corporate controller, with continued oversight of real estate 
and purchasing. 


VNU has 38,000 employees in more than 100 countries. Our busi- 
ness is primarily business-to-business marketing and media in- 
formation; among many things, we own Nielsen Media 
Research, the company that does the television ratings. 

We're currently planning to do a listing on the New York 
Stock Exchange, probably in the summer of 2006, so we’re 
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undergoing a dual transforma- 
tion of our financial reporting. 
We were under Dutch GAAP 
through 2004. Starting in 2005 
European-listed companies were 
required to report under IFRS, 
so that is our primary standard, 
and now with the U.S. listing 
we'll also be reporting in U.S. 
GAAP. We've tried to harmo- 
nize our IFRS policies with 
U.S. GAAP, but the rules differ 
in many areas, including how 
you account for pensions, stock 
options, business combinations 
and restructurings. With two 
GAAPs, we have two different 
bottom-line-reported results. In 
addition, with the New York 
listing, we'll come under Sar- 
banes-Oxley, where in the 
Netherlands we have Tabaksblat. 
That’s similar to Sarbanes-Oxley, 
but it addresses all entity controls, not just financial reporting. 


When I’m hiring in the financial area, | look for someone with 
experience in both public and private accounting, as I had. 
And having a CPA and MBA on their résumés always helps. If 
I had it to do over, the only thing I might do differently would 
be to work for a period of time in investment banking or con- 
sulting after grad school. 


My best mentor was my boss at Simon and Schuster. He taught me 
when to be tough, how to use aggressive performance targets 
as a means of getting results and how to value information. 
My father was a mentor too; he was the CFO of a think tank. 
He taught me fiscal responsibility. My mom used to joke that 
they had my brother and me just 11 months apart because he 
wanted the two tax deductions that year. 


To be a good accountant you have to go beyond just understanding 
the numbers. To advance up the financial corporate ladder you 
need a solid technical foundation plus a strong analytic ability 
and the focus to work independently. You have to provide cre- 
ative solutions to problems, contribute as a business partner to 
senior management, have a strong work ethic and the ability 
to manage and motivate people. Plus a good sense of humor 
never hurts. You can’t be afraid to tell a superior that he can’t 
do something and stick to your principles when challenged. 
When you do that, I think, they respect you for standing up 
for what you believe is right. 


—As told to Cheryl Rosen 
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_ We're geared to go! NOW! 
¢ AN INVITATION: See, first-hand, why our Platinum Presentation 
Collection is the undisputed benchmark of quality for important CPA 
PRN ole Te COsehy | 





¢ Direct, one-vendor responsiblity—Never outsourced: From client 
services and graphic design to production and inspection, your order 
is meticulously cared for—all under one roof. 


__TRADE UP OFFER #B106 


CALL (800) 966-2709 or FAX to (214) 348-3782 
VISIT www.lockhartindustries.com 
| Please send me personalized samples of Lockhart’s Platinum | 
Presentation Collection and TRADE UP OFFER details. 


, ; Firm Name 
OCKHART mea 
‘ Address 


.\. because image-counts! 


i] THE LOCKHART GUARANTEE 
} You risk nothing! Everything you order, including design fees 


| and custom imprinted work, is guaranteed to satisfy you, or | 
} return it, at our expense, for an immediate 100% refund. Period. |} 
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‘www.lockhartindustries.com 


Telephone ( 
Fax ( 


(214) 348-1422 Toll-Free (800) 966-2709 | Se 
: ~~ ‘ © 2006 Lockhart Industries, Inc. All rights reserved. 
se » hs \ — 





